7.8
UN &
environment

United Nations
Environment Programme

Enhancing the uptake and impact
of corporate sustainability reporting

A handbook and toolkit for policymakers and relevant stakeholders



Acknowledgements
Author: Benjamin Henry Gill
Contributing author: Abraham Pedroza

Overall coordination and supervision at the United Nations Environment Programme, Economy Division: Abraham
Pedroza

Contributing organizations: Economic Commission for Latin America and the Caribbean (ECLAC), United Nations
Conference on Trade and Development (UNCTAD), and the Global Reporting Initiative (GRI)

We are grateful for the valuable comments received from: Elisa Tonda, Liliana Montiel, Bettina Heller, Karen Diaz,
Carlos de Miguel, Karina Martinez, Genevieve Jean-van Rossum, and Tatiana Krylova.

We wish to thank all the participants in the regional workshop on corporate sustainability reporting in Santiago, Chile,
on 9-10 November 2017: Flavio Fuertes, Fabiana Mora, Cecilia Hiriart, Joseane M. de Oliveira, Bruno Vio, Tania de
Souza, Tatiana Araujo, Margarita Ducci Budge, Andrea Cino, Anita Rivera, Maria Belen Sepulveda, Ximena Ruz,
Ricardo Bosshard, Didier Vidal, Alejandra Vallejos Morales, Jennifer Daley, Marcela Maria Perez Ramirez, Cristina
Arias, Edith Urrego, Brett Cohen, Lowri Rees, and Felipe Morgado.

Design/layout: Ana Carrasco

Cover photo : Chinaface © Gettylmages

Photo credits: p.7 (Kynny © Gettylmages); p.10 (Bim © Gettylmages); p.30 (I-Stockr © Gettylmages);

p-36 (Abadonian © Gettylmages); p.48 (PJ66431470 © Gettylmages); p.52-53 (Sutad watthanakul © Gettylmages);
p.55 (ijeab © Gettylmages); p.60 (tuachanwatthana © Gettylmages); p. 67 (Imagvixen © Gettylmages);

p.70 (Gregory_DUBUS © Gettylmages); p. 71(fiLigor © Gettylmages); p.73 (piranka © Gettylmages);

p.76 (ArturNyk © Gettylmages); p.81 (jeffbergen © Gettylmages); p.83 (Natee Meepian © Gettylmages);

p-84 (Ridofranz © Gettylmages); p.87 (DisobeyArt © Gettylmages); p.93 (dusanpetkovic © Gettylmages);

p.96 (xijian © Gettylmages); p.103 (baona © Gettylmages).

Printed by: UNESCO
Citation: UNEP 2019, Enhancing the uptake and impact of corporate sustainability reporting
Copyright © United Nations Environment Programme, 2019

Reproduction

This publication may be reproduced in whole or in part and in any form for educational or non-profit purposes without
special permission from the copyright holder, provided acknowledgement of the source is made. UNEP would
appreciate receiving a copy of any publication that uses this publication as a source.

No use of this publication may be made for resale or for any other commercial purpose whatsoever without prior
permission in writing from the United Nations Environment Programme.

Disclaimer
The designations employed and the presentation of the material in this publication do not imply the expression of
any opinion whatsoever on the part of the United Nations Environment Programme
concerning the legal status of any country, territory, city or area or of its
authorities, or concerning delimitation of its frontiers or boundaries.
Moreover, the views expressed do not necessarily represent the UN Environment promotes

decision or the stated policy of the United Nations Environment environmentally sound practices
Programme, nor does citing of trade names or commercial

lobally and in its own activities.
processes constitute endorsement. 9 y

This publication is printed on 100% recycled
The main responsibility for errors remains with the author. paper, USing VeQEtable'baSEd inks and other

eco-friendly practices. Our distribution policy
aims to reduce UN Environment’s carbon
ISBN: footprint.

Job Number:




Enhancing the uptake
and impact of corporate
sustainability reporting






Table of contents

Foreword 9
Introduction 11
SECTION A — HANDBOOK: BACKGROUND TO SUSTAINABILITY REPORTING
1. OVERVIEW OF SUSTAINABILITY REPORTING 15 2. KEY AREAS FOR IMPROVING THE QUALITY
1.1. Definitions of corporate sustainability reporting 15 OF CORPORATE SUSTAINABILITY REPORTING 33
1.2. Main drivers for companies to produce 2.1. Materiality 33
sustainability reports 15 2.1.1. Materiality - organizational boundary 34
1.2.1. Global context - environmental 2.1.2. Materiality - scope of reporting 35
and social challenges 15
) ) 2.2. Context 39
1.2.3. Increasing demands from investors 17
. 2.3. Assurance 42
1.2.4. Business performance 17 ) )
i ) . ) 2.4. Inconsistent reporting 44
1.3. Benefits of company sustainability reporting
to national governments 18
1.3.1. Fulfilment of international agendas 20 3. KEY TOPICS AND INDICATORS
1.4. Current context 20 IN SUSTAINABILITY REPORTING 45
1.4.1. Susta{'nabl_'l{'ty reporting in the global 3.1. Frequently reported environmental topics 45
sustainability agenda 20 3.2. Frequently reported social and institutional
1.4.2. The Sustainable Development Goals (SDGs) 21 topics 46
1.4.3. Increasing reporting rates 22 3.3. Evolving areas of sustainability reporting 46
1.5. Key existing frameworks driving sustainability 3.4. Role of monitoring - indicators 47
reporting 25 . L
B . 3.4.1. Indicator characteristics 47
1.5.1. AccountAbility Institute 25 3.5. Review of existing protocols for social and
1.5.2. Global Reporting Initiative (GRI) 26 environmental indicators 48
1.5.3. International Integrated Reporting 3.5.1. Greenhouse gas emissions 48
Council (/{RC) . 26 3.5.2. Water consumption 49
1.5.4. OFCD Guidelines 27 3.5.3. Waste and materials 49
1.5.5. Sustainability Accounting Standards Co
Board (SASB) 27 3.5.4. Sources for social indicators 49
1.5.6. United Nations Global Compact 27 3.6. .Cor_e enwronmental,_soaal, and‘lnstltutlonal
- o . indicators for reporting and their relevance
1.5.7. Commonalities of existing reporting to the Sustainable Development Goals 50
frameworks 28
1.6. Further initiatives supporting sustainability
reporting 28
1.6.1. CDP 29
1.6.2. Climate Disclosure Standards Board 29
1.6.3. Group of Friends of Paragraph 47 (GoF47) 29
1.6.4. International Financial Reporting Standards 29
1.6.5. 1SO 26000 29
1.6.6. Stock exchanges 30
1.6.7. The Task Force on Climate-Related
Financial Disclosures 317
1.6.8. United Nations Conference on Trade
and Development 32
Corporate Sustainability Reporting Tookit 3



SECTION B — CORPORATE SUSTAINABILITY REPORTING TOOLKIT

SECTION B.1 — POLICY REVIEW 57 SECTION B.3 — DATA 85
1. REVIEW OF POLICIES TO ENHANCE 1. WHAT IS DATA? 86
CORPORATE SUSTAINABILITY REPORTING 58
1.1. Overview of reporting instruments 2. ROLE OF GOVERNMENTS IN RESPECT TO DATA 87
internationally 58
1.1.1. Role of government actors 59 2.1. Providing context and comparability 87
2.2. Aligning corporate sustainability reporting
1.2. Policy evaluation process 59 data and the SDGs
1.3. Overview of national policies on requirements
for corporate sustainability reporting 61 3. DATA MANAGEMENT SYSTEMS 20
1.3.1. Evaluating public policy on sustainabilit
reporTinggp poley Y 62 3.1.International sustainability reporting databases 90
3.2. Regional-level platform - Arab Sustainability 90
2. CASE STUDIES OF POLICIES REQUIRING 3.3. City platforms 91
CORPORATE SUSTAINABILITY REPORTING 63
SECTION B.4 — DISSEMINATION
AND COMMUNICATION 95
3. APPROACHES TO ENGAGE WITH SMES OVER
SUSTAINABILITY REPORTING 71
SECTION B.2 — 1. COMMUNICATING AND DISSEMINATING
MATERIALITY AND SECTOR GUIDELINES 75 SUSTAINABILITY PERFORMANCE %
1.1. Engaging with companies to enhance dissemination 96
1.1.1. Company reporting guidelines 96
1.1.2. Sustainability reporting awards 98
1. BACKGROUND TO MATERIALITY ASSESSMENTS 76
1.1. Key content principles of a sustainability report 76 2. STRATEGIES TO ENCOURAGE COMPANIES
1.1.1. Completeness 76 TO DISSEMINATE INFORMATION 29
1.1.2. Stakeholders engagement 76 2.1. Information campaigns and platforms 99
1.1.3. Materiality - Definition and approaches 77 22, Best-in-class lists 100
2.3. Worst-in-class lists 102
2. IDENTIFYING WHAT IS MATERIALLY IMPORTANT 79 2.4. Link to issue specific initiatives 103
2.1. Materiality assessment 79
2.2. Sector-specific guidelines for sustainability
reporting 79
2.2.1. GRI-related guidance 79
2.2.2. SASB - sector guidance 79
2.2.3. Sector initiatives 81

4 United Nations Environment Programme



LIST OF BOXES

Box 1: Useful concepts, initiatives, and tools for applying the context-based principle
Box 2: Examples of initiatives and guidance to engage with SMEs

LIST OF FIGURES

Figure 1. Growth in reporting instruments as identified in Carrots and Sticks (2016) report

Figure 2. Breakdown of reporting instruments by type as identified in Carrots and Sticks 2016

Figure 3. Scope of a sustainability report as defined in the International IR Framework

Figure 4. Examples showing how topics may be relevant inside or outside the organization

Figure 5. Example of materiality matrices

Figure 6. Schematic materiality matrix

Figure 7. One-page summary of South Africa’s King IV

Figure 8. Example of output from the Corporate Human Rights Benchmark for agricultural products
Figure 9. Example of information provided by the Good Shopping Guide

Figure10. Example of information provided by the Environmental Working Group

LIST OF TABLES

Table 1.
Table 2.
Table 3.
Table 4.
Table 5.
Table 6.
Table 7.
Table 8.
Table 9.

Table 10.
Table 11.
Table 12.
Table 13.
Table 14.
Table 15.
Table 16.
Table 17.
Table 18.
Table 19.
Table 20.
Table 21.
Table 22.
Table 23.

Environmental trends and their implications for companies as identified by UNEP's fifth Global Environmental Outlook
Comparison of the key principles of the GRI, IIRC, and SASB frameworks

Summarized example of Brazil's B3 stock exchange factsheet

Definitions of and approaches to materiality

Most frequently reported environmental topics as identified in Raising the Bar

Biodiversity indicators frequently reported on

Social and institutional indicators frequently reported on, as identified by UNCTAD

Evolving areas of sustainability reporting

Most frequently used environmental indicators and guidance for key issues

Frequently reported social indicators

Sample of countries with reporting instruments and the number of other existing reporting instruments
Reporting instruments in Chile and Russia

Steps in analysing the effectiveness of an existing instrument to drive sustainability reporting
Definitions of completeness used by main reporting frameworks

GRI and IIRC approach to stakeholders

lllustration of where impacts can arise in the life cycle of a product or service

SASB's sustainable industry classification system

SASB's universe of sustainability issues

Context and consistency guidelines for social and environmental indicators

Energy consumption and carbon emission benchmarks for UK buildings

Water use benchmarks for offices

Water use benchmarks for hotels without swimming pools

Key stakeholders and their specific interests

LIST OF CASE STUDIES

Case study — International competitiveness

Case study - Demonstrating a commitment to sustainability

Case study — Enabling business to make a positive social contribution

Case study — Satisfying the needs of investors and civil society

Case study — Sustainable procurement standards

Case study - Bombay Stock Exchange

Case study — Marks & Spencer (M&S), Plan A

Case study — Puma and the Natural Capital Protocol

Case study — 2.1. United Kingdom (UK) - Integrating policy through the Companies Act
Case study — 2.2. European Union (EU) - Legislation: Non-Financial Disclosure Directive
Case study — 2.3. Denmark - Making use of Financial Statements Act legislation

Case study — 2.4. France - Developing specific reporting regulation

Case study — 2.5. Brazil - Sector-specific regulation for the energy sector

Case study — 2.6. South Africa - Building on stock exchange requirements

Corporate Sustainability Reporting Tookit

40
71

14
14
32
33
34
35
68
98
99
100

13
26
29
31
43
44
44
44
49
51
56
58
58
74
75
76
78
79
86
86
86
86
95

19
19
19
20
24
31
42
47
63
63
64
65
66
67

5



6 United Nations Environment Programme



Foreword

DIRECTOR, ECONOMY DIVISION
UNITED NATIONS ENVIRONMENT PROGRAMME
LIGIA NORONHA

In the past decades there has been increasing demand
for companies, and other organizations, to be more
accountable and transparent in disclosing the impact
of their activities and products. Companies have

been called to disclose how they address emerging
sustainability challenges such as climate change,
growing consumption and resource scarcity, in a new
reality of increased sharing of information. Information
on environmental, societal and governance factors,

in addition to financial disclosures, is of interest to
various stakeholders of companies, such as investors,
customers and governments. Sustainability reporting has
therefore emerged as a useful tool for measuring and
communicating companies’ sustainability performance,
and determining their contribution to the global
objectives of sustainable development.

The importance of sustainability reporting was
recognized in paragraph 47 of the final document of

the 2012 United Nations Conference on Sustainable
Development (Rio +20 Conference) and also in the
ambitious Sustainable Development Goals adopted by
countries at the United Nations Sustainable Development
Summit in 2015. Although significant progress has

been made in the field of sustainability reporting various
challenges remain. There is a need for a wider uptake

of sustainability reporting, and the quality of disclosures
could be further improved. Challenges facing companies
engaging in sustainability reporting include gathering
data from diverse and global operations, complex value
chains and lack of resources. Governments can play an

instrumental role in addressing these challenges. In light
of the adoption of the Sustainable Development Goals
encouraging and guiding companies to provide more
valuable sustainability disclosures will help determine
progress towards achieving the goals.

This publication, Enhancing the uptake and impact

of corporate sustainability reporting: A handbook and
toolkit for policymakers and relevant stakeholders, has
been produced to help advance the uptake and quality
of sustainability reporting. Jointly, the handbook and the
toolkit form a valuable and comprehensive source of
information and a clear reference for policy makers willing
to play a leading role on this agenda in their respective
countries. It is my hope that this publication will assist
policy makers in further engaging with sustainability
reporting as a tool to meet the urgent environmental and
societal challenges we face and meet the targets of the
Sustainability Development Goals by 2030.

Ligia Noronha






Corporate sustainability reporting constitutes an essential
lever for the transformation of companies’ practices and
for ensuring their contribution to sustainable development.
It represents a potential mechanism for organizations to
generate data and measure their performance in all the
dimensions of sustainable development, to set goals, and
to support the transition towards a low-carbon, resource-
efficient, and inclusive green economy.

There has been an increase in internal and external
pressure on companies to improve their sustainability
performance, and sustainability reporting has now evolved
from an iterative process into a strategic tool to support
decision-making processes. Reasons for this include
pressing environmental and social challenges and a rising
interest in sustainability reporting, not only on the part

of governments, but also on the part of investors and
stock exchanges, resulting in regulatory instruments and
incentives for reporting. This pattern is likely to continue, as
company monitoring will, at the national and global levels,
be a key component in tracking the progress of the 2030
Agenda for Sustainable Development and the Sustainable
Development Goals (SDGs), particularly SDG target

12.6 and its respective indicator, 12.6.1, on corporate
sustainability reporting.

The above has led to a rapid growth in governments and
other institutions to put in place policies or other measures
to encourage sustainability reporting. This, in turn, has
contributed to an increase in the number of companies
(particularly large and international companies) producing
sustainability reports, though the quality of these reports
varies widely. Conversely, there has been less of a focus
on small and medium enterprises, and the reporting rate of
these smaller companies is significantly lower than that of
large organizations.

National governments and stakeholders have a range of
crucial actions to carry out in order to improve the quality of
sustainability reporting and to encourage more companies
to report. Possible actions include:

e Building national understanding of the benefits of
sustainability reporting;

e Creating policies or guidance to encourage and
enable sustainability reporting, particularly amongst
small and medium enterprises;

@ Supporting the consolidation of data extracted from
corporate sustainability reports to enhance the mea-

‘Ntroduction

surement of sustainability performance at the national
level; and

e Making use of this disclosed sustainability information
to support decision-making processes.

e This publication aims to support national governments
and relevant stakeholders in delivering these out-
comes. It seeks to contribute to: building policymak-
ers’ awareness of corporate sustainability reporting
in order to inform policy decisions; and developing
policymakers’ capacities to address sustainability re-
porting from a policy perspective. It provides step-by-
step guidance for the formulation of national regulato-
ry instruments and for the collection and management
of data and indicators regarding business impacts
(particularly, the environmental impacts of businesses)
that can enhance the number and quality of corpo-
rate sustainability reporting practices. It also has an
operational orientation and provides detailed informa-
tion, self-assessment tools, and hands-on tools that
help countries in implementing sustainability reporting
strategies.

This work has been divided into two main sections. The
first part of the material, section A (Handbook), provides
an introductory overview of the key issues in corporate
sustainability reporting for those who are new to the topic.
Section B (Toolkit) presents more specific guidance on key
themes for governments and relevant stakeholders wishing
to increase the effectiveness and impact of company
sustainability reporting in their countries or regions.

The material builds on existing publications and resources,

synthesising this information and linking to further
resources as required.

Corporate Sustainability Reporting Tookit 9
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The first section of this publication is aimed at individuals who are new

to the concept of sustainability reporting. It provides a non-technical
introduction to the topic with a comprehensive list of references for those
who require more in-depth details.

The first chapter of this section introduces a basic definition of corporate
sustainability reporting; it presents the set of drivers for companies to
produce sustainability reports; it touches on the main benefits and status
quo of sustainability reporting, while making the link with the global
sustainability agenda and the Sustainable Development Goals; and it
provides an overview of the key existing frameworks and initiatives on the
subject.

In addition, the second and third chapters of section A focus on the key
areas for improving the quality of sustainability reports; they discuss

the most frequently reported social and environmental topics; and they
provide information on the role of monitoring and performance indicators.



1. OVERVIEW OF SUSTAINABILITY REPORTING

1.1. DEFINITIONS OF CORPORATE
SUSTAINABILITY REPORTING

While there is currently no universally agreed definition
for corporate sustainability reporting or sustainability
reporting (both terms are used interchangeably
throughout this publication), the concept is generally
defined as being the practice of measuring and disclosing
sustainability information alongside, or integrated with,
companies’ existing reporting practices. Corporate
sustainability reporting is not simply the process of
summarizing and analysing collated sustainability data;
it is viewed as the process of assessing these data

and using the analysis to internalize and improve an
organization’s commitment to sustainable development
in a fashion that can be demonstrated to both internal
and external stakeholders.

Corporate sustainability reporting has grown out of both
environmental reporting and reporting on corporate
social responsibility (CSR). Environmental reporting was
pioneered in the late 1980s by companies in the chemical
industry, which had serious image problems. While CSR
has been attracting attention since the 1960s, reporting
on CSRis a fairly recent trend which has expanded over
the last few decades.

Many companies now produce an annual sustainability
report (which may be called a non-financial report or CSR
report) or present relevant sustainability information in
a variety of different report types, including consolidated
annual reports, shareholders’ reports, director’s

reports, etc. One further trend to be aware of is that of
environmental disclosure, whereby companies make
publicly available their impact on the environment.

A formal report is one form of disclosure, but other
approaches are available - such as entering data (for
example, data on carbon emissions) into a publicly
available platform.

1.2. MAIN DRIVERS FOR COMPANIES TO
PRODUCE SUSTAINABILITY REPORTS

Reports such as the United Nations Environment
Programme's fifth Global Environmental Outlook (GEO-5)
and the Millennium Ecosystem Assessment reports have
highlighted the impact that humans are having on the

natural environment. The Economics of Ecosystems and
Biodiversity (TEEB) initiative for its part, has helped to
translate this into economic terms, and in 2013 estimated
that the world's top 100 externalities cost the global
economy US$ 4.7 trillion in terms of environmental and
social costs of lost ecosystem services and pollution’.

GEOS for Business has also helped translate these global
pressures as business risks, and these are summarized

in “Table 1. Environmental trends and their implications for
companies as identified by UNEP’s fifth Global Environmental
Outlook”, on page 13.

Environmental trend Implications for business

Market shifts favouring lower-carbon
products and driving up the cost of energy
and other commodities

GHG emissions leading to
global temperature increase

Severe weather Operational and supply chain disruption

Restricted access to land-based resources and
loss of ecosystem services

Land converted
for urban uses

Markets for water-efficient products and

Water availabilit . .
J constraints on growth due to water scarcity

Increased demand for pollution-control

Water pollution . .
devices and increased cost of water treatment

Increased market, reputational and regulatory

Biodiversity loss o
y pressure to reduce biodiversity impacts

Market favours greener products and public

Chemical exposure
pressure for greater transparency

Increasing regulatory and customer pressure

Waste
to reduce/manage waste

Table 1. Environmental trends and their implications for companies as identified
by UNEP's fifth Global Environmental Outlook

From the social perspective, an increased awareness

of the abuse of workers' rights, modern slavery, child
labour, and other issues have all made it important for
companies to be able to prove that their operations and
supply chain do not suffer these issues and that they are

making a positive contribution to society. See “Case study
- Enabling business to make a positive social contribution”,

on page 17.

1 TEEB for Business Coalition, Natural Capital at Risk:
The Top 100 Externalities of Business (2013).

Corporate Sustainability Reporting Toolkit 13



1.2.2. Stakeholder pressure

Increasingly, mandatory requirements are forcing
companies to address sustainability. The Carrots and
Sticks reports? and database® (henceforth referred to
as “Carrots and Sticks”) contain a comprehensive list of
mandatory and voluntary instruments which require or
encourage organizations to report sustainability-related
information. Four reports have been published of this
information in 2006, 2010, 2013, and 2016.

Figure 1. Growth in reporting instruments as identified in Carrots and Sticks
(2016) report created on the basis of data included at page 9 (https://www.
carrotsandsticks.net/wp-content/uploads/2016/05/Carrots-Sticks-2016.pdf)

2 https://www.carrotsandsticks.net/about-carrots-and-sticks/

3 KPMG, GRI, United Nations Environment Programme, and Centre
for Corporate Governance in Africa, Carrots and Sticks, available at
https://www.carrotsandsticks.net/ (accessed 30 January 2019).

reporting instruments identified.

* HIGHLIGHTS OF THE 2016 REPORT STATE THAT:

As noted in Carrots and Sticks, increasingly, stock
exchanges are requiring listed companies to disclose
sustainability information. It is likely that the Sustainable
Stock Exchanges (SSE) Initiative* has had an impact

on the growth of stock exchange instruments. The
initiative was launched in 2009 by the United Nations
Conference on Trade and Development (UNCTAD), the
United Nations Global Compact, the United Nations
Environment Programme Finance Initiative (UNEP Fl), and
the Principles for Responsible Investment (PRI). For more
information, see section A - “1.6.6. Stock exchanges”, on

page 28.

Figure 2. Breakdown of reporting instruments by type as identified in Carrots and
Sticks 2016 created on the basis of data included at pages 14 and 15 (https://www.
carrotsandsticks.net/wp-content/uploads/2016/05/Carrots-Sticks-2016.pdf)

4 http://www.sseinitiative.org/

* The number of reporting instruments more than doubled from 2013 to 2016 (figure 1) and the growth of
reporting instruments in Europe, Asia and the Pacific, and Latin America has been particularly strong.

+ Government regulation accounts for the largest proportion of sustainability reporting instruments
worldwide: almost three fifths of the total number of instruments identified in 2016 (figure 2).

« Stock exchanges and financial market regulators are responsible for almost one third of all sustainability

+ Around two thirds of the instruments identified are mandatory and the rest, voluntary.
+ Around one in ten instruments adopts a “comply or explain” approach.

+ Almost one third of reporting instruments apply exclusively to large listed companies, while the rest
apply either to all companies or to other types of companies, such as State-owned companies (see “Case
study — Demonstrating a commitment to sustainability”, on page 17).

14 United Nations Environment Programme
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The lending and investment activities of the financial
sector affect individuals and business both nationally and
globally and are key drivers for achieving the transition to
an inclusive, low-carbon, and resource-efficient economy.
Investors are increasingly demanding non-financial
information to enhance their investment decisions and
reduce risk. These elements have led to an increased
focus on the role of investors and the finance sector in
achieving sustainable development. For example, the
Task Force on Climate-related Financial Disclosures
concluded that all organizations should include climate-
related financial disclosures in their annual financial
filings to foster shareholder engagement and promote

a more informed understanding of climate-related risks
and opportunities among investors and others®. In the
same vein, one of the key recommendations in the
European Union High-Level Expert Group on Sustainable
Finance report of 2018° was to upgrade disclosure

rules to make sustainability risks fully transparent.

Both reports have highlighted the necessity of aligning
financial and sustainability information in order to
enhance the overall usefulness of reporting to all
stakeholders, from governments to investors.

A detailed analysis of sustainability in the financial

sector by the United Nations Environment Programme’
noted that while the financial sector has a limited

direct impact, it has the potential for major multiplier
effects if it adopts and disseminates responsible and
transparent practices. Carrots and Sticks found that the
financial services industry and heavy industry were a
particular focus for policymakers and regulators, and
that the financial services industry now accounts for 40
per cent of all sector-specific instruments. In France, for
example, institutional investors are required to report

on the climate risk exposure of their portfolios, the
products that contribute to financing the transition to the
low-carbon economy, as well as the carbon emissions of
their investment portfolios. See “Case study - Satisfying the

needs of investors and civil society”, on page 18.

5 Task Force on Climate-related Financial Disclosures, Final
Report (2017), available at https://www.fsb-tcfd.org/wp-content/
uploads/2017/06/FINAL-TCFD-Report-062817.pdf

6 High-Level Expert Group on Sustainable Finance, Financing a
Sustainable European Economy (2018), available at https://ec.europa.
eulinfo/sites/info/files/180131-sustainable-finance-final-report_en.pdf

7 United Nations Environment Programme, Sustainability
Reporting in the Financial Sector (2017).

The International Integrated Reporting Framework, the
Sustainability Accounting Standards Board, and the
Global Reporting Initiative are aiming to make it easier
for investors to be able to access this sustainability
information. For example, the report In Focus: Addressing
Investor Needs in Business Reporting on the SDGs®

provides perspectives and recommendations on the key
parameters of corporate reports that refer to the SDGs
which investors are most likely to find useful.

More information on reporting initiatives is provided in
section A “1.5. Key existing frameworks driving sustainability
reporting”, on page 23.

While corporate sustainability reporting is increasingly
being driven by external pressures, it has grown out

of a voluntary movement whereby companies have
been measuring and reporting on their sustainability
impact in order to improve their business performance.
The following list gives a sense of some of the drivers
motivating companies to embrace sustainability
reporting:

® |mproved business performance by measuring,
understanding, and communicating an
organization’s economic, environmental, social, and
governance performance

O Streamlining processes, reducing costs, and
improving efficiency

O Comparing performance internally and
between organizations and sectors to identify
inefficiencies

O Emphasizing the link between financial and
non-financial performance
® Business development

O Managing change through increased
understanding of risks and opportunities

O Influencing long-term management strategy
and policy and business plans

O Attracting investment

8 GRI and the United Nations Global Compact, In Focus:
Addressing Investor Needs in Business Reporting on the SDGs
(2017).

Corporate Sustainability Reporting Toolkit 15
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® Reputation
O Improving reputation and brand loyalty

O Avoiding being implicated in environmental,
social, and governance scandals

O Benchmarking and assessing sustainability
performance with respect to laws, performance
standards, and voluntary initiatives

O Enabling external stakeholders to understand
an organization’s true value

O Demonstrating how an organization influences,
and is influenced by, expectations about
sustainable development

® |mproved stakeholder engagement

O Enabling external stakeholders to understand
an organization'’s true value

O Raising company “s profile among stakeholders
by being transparent and accountable to them

O Prompting a change in the organizational
approach to stakeholder relationships which
can contribute to raising awareness of “creating
shared value”

Additionally, as a sustainability performance report

is most likely to help drive improvement where the
reporting framework is part of a company-wide
sustainability management strategy, many have started
developing sustainability strategies.

A sustainability strategy should:

® seta clear sustainability vision for a company;

® articulate how the company’s policies, strategies,
and management practices are aligned with this
sustainability approach and vision;

® include clear goals and commitments;

® include both near-term and long-term targets that
are rooted in science and local context; and

® have a clear monitoring strategy with key
performance indicators (KPIs) to assess impact and
progress.

The combination of a comprehensive sustainability
management strategy and a transparent reporting
system will be the most effective method for improving
sustainability performance and deriving business
benefits.

1.3. BENEFITS OF COMPANY SUSTAINABILITY
REPORTING TO NATIONAL GOVERNMENTS

The analysis undertaken in Carrots and Sticks highlights
that governments are the main actors in developing
sustainability reporting instruments, though the

reasons for their actions can vary. In some cases, the
aim is to monitor compliance with existing laws, while

in others, the driver may be to increase international
competitiveness. For example, national governments are
responsible for regulating businesses in their respective
countries, which includes ensuring compliance with all
laws, including environmental and social laws. Financial
reporting is a key part of demonstrating compliance,
which is, increasingly, further supported by non-financial
information.

Furthermore, as noted in section A “1.2.4. Business
performance”, on page 15, reporting, and specifically,
corporate sustainability reporting, can play a key role

in improving business performance and, therefore,
boosting the national economy and creating more local
employment opportunities. For example, Denmark
launched the national Action Plan for Corporate Social
Responsibility to increase the competitive advantage of
Danish companies in the global markets (see “Case study
- International competitiveness”, on page 17).

Ultimately, governments are answerable to their
constituents, and as corporate sustainability reporting
can help protect the local environment as well as boost
the national economy, increasingly, governments are
looking at how they can facilitate increased and improved
sustainability reporting.

The United Nations Environment Programme’s Evaluating
National Policies on Corporate Sustainability Reporting®
assesses the key policies in five countries. While all
countries will have developed regulations for a variety of
reasons, the primary drivers for each country have been
outlined in the following case studies.

9 United Nations Environment Programme, Evaluating National
Policies on Corporate Sustainability Reporting (2015).
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Q.

Case study - International competitiveness

Led by the Ministry of Business and Growth,
Denmark launched the Government's Action Plan
for Corporate Social Responsibility in 2008. The
Action Plan, as directed by the Government, set
out to strengthen Danish companies’ competitive
advantages in global markets by promoting
them as responsible businesses contributing to
“responsible growth”. The Action Plan identified a
strong link between companies’ CSR activities, their
business strategies, and their core competencies
promoting the concept of “business-driven social
responsibility” with a clear underlying economic
rationale.

The 2008 Action Plan for CSR set two overall goals
for companies:

* to promote the application of CSR principles and
standards; and

* to promote the integration of CSR in a company's
core business strategy.

The Action Plan shifted the discussion on CSR from
one which views CSR as a voluntary endeavour to
one which views it as an activity regulated by law.
It established the requirement for the country's
largest companies to report annually on their
approach to social responsibility.

In effect, the Government aimed to drive national
economic growth by demonstrating that Danish
companies were leaders in creating “responsible
growth”.

@

Case study — Demonstrating a commitment
to sustainability

The electricity sector in Brazil has been under
pressure from a range of stakeholders to
demonstrate its social and environmental
responsibility. Stakeholders wish to see the sector’s
role as an engine of economic development
balanced with the social and environmental
impacts of the construction and operation of large-
scale infrastructure, such as hydroelectric plants
and fossil fuel power-stations.

In response to this, the Brazilian Electricity
Regulatory Agency, ANEEL'®, issued a requirement
in 2006 for all the electric energy companies to
produce an annual sustainability report. ANEEL
believes that the sustainability report can help
demonstrate the CSR policies and actions being
delivered by the sector, both as a service provider
and as an investor in energy efficiency.

10 http://www.aneel.gov.br/

@

Case study — Enabling business to make a
positive social contribution

The Government of Chile established the Council of
Social Responsibility for Sustainable Development
in April 2013. Its members are stakeholders from
the public, private, and civil society sectors. The
Council aimed to create a space for discussion

on how to design policies, programmes, and
instruments that integrate economic, social, and
environmental issues.

A key output of the Council was the National
Action Plan on Social Responsibility for Sustainable
Development, which was approved in March

2015. The main objective of the Action Plan is to
enable business to make a positive contribution to
sustainable development through corporate social
responsibility, as defined in Rio+20, article 46.

Corporate Sustainability Reporting Toolkit
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Case study — Satisfying the needs of investors
and civil society

France first passed a law requiring companies of
more than 300 employees to publish a form of
social accounts in 1977. While this was an effective
start, there were still issues in achieving broad
corporate transparency, and these shortcomings
were articulated by a range of stakeholders.

Non-governmental organizations (NGOs) were a
major voice, pushing for increased transparency
through more prescriptive legislation targeting

a larger number of companies and addressing a
broader range of issues. Investors, including those
dealing with venture capital funds, and specialist
rating agencies were also vocal in pushing for
change as they sought more and better reporting
to help evaluate risks in their portfolios.

This law was subsequently strengthened in 2002
and again in 2007, after being identified as a key
issue during the Grenelle for the Environment
Forum."

The adoption of the Paris Agreement, in 2015, means
that almost all countries are bound to monitor, manage,
and reduce their greenhouse gas emissions. While

the Paris Agreement is one of the most prominent
international agreements, countries are already bound
by a multitude of other international accords covering
environmental concerns (pollution, conservation, the
marine environment, chemicals and waste, and so on), as
well as social and human rights issues. For instance, the
Bonn Agreement?, by which the North Sea States and the
European Union work together in combating pollution

in the North Sea area, is one such accord. Similarly, the

11 The Grenelle for the Environment Forum was an open multi-
party debate in France that brought together representatives

of national and local government and key stakeholders from
industry, labour, professional associations, and non-governmental
organizations on an equal footing. The aim was to define the key
points of public policy on ecological and sustainable development
issues over the following five-year period. For more information, see
https://legrenelleenvironnement.fr/.

12 https://www.bonnagreement.org/

Universal Declaration of Human Rights'3, while not an
enshrinement of human rights in law, does provide an
internationally agreed standard and is the basis for the
International Bill of Human Rights.

Latterly, the Millennium Development Goals and

the Sustainable Development Goals have similarly
codified international aspirations regarding social and
environmental performance and while only target 12.6
of the SDG framework specifically mentions corporate
sustainability reporting, it is clear that transparent
reporting of social and environmental issues can help
countries meet their commitments in respect of these
international conventions, goals, and aspirations.

1.4. CURRENT CONTEXT

The importance of the role CSR and sustainability
reporting play in meeting international agreements has
become increasingly apparent. While the number and
quality of corporate sustainability reports are generally
improving, particularly amongst larger organizations14,
on the other hand, small and medium-sized enterprises
(SMEs) continue to account for a small fraction of the
number of company sustainability reports, in spite

of accounting for a significant portion of the global
economy.

The non-binding document released as a result of the
2012 Rio+20 Conference and entitled The Future We
Want' outlines the importance of CSR and of corporate
sustainability reporting in advancing sustainable
development. Subsequently, corporate sustainability
reporting has been identified as a key tool in meeting
the objectives of the 2030 Agenda for Sustainable
Development and the Sustainable Development Goals.

The status of the sustainability reporting of the world's
largest organizations is well understood, with over 90 per
cent of the world’s largest 250 companies undertaking
sustainability disclosures and a sample of the largest
4,900 showing a reporting rate of 75 per cent.

13 http://www.un.org/en/universal-declaration-human-rights/index.
html

14 KPMG, The Road Ahead - The KPMG Survey of Corporate
Responsibility Reporting (2015 and 2017). The reviews conclude that
increasing numbers of companies are producing higher-quality
reports.

15 United Nations General Assembly, Resolution A/RES/66/288 -
The Future We Want (2012).
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While this shows significant progress, it accounts for a
fraction of a percent of the global economy, which is
dominated by SMEs.

What constitutes an SME varies across the globe, but
there is no doubt as to SMEs’ importance to the global
economy’®:

® |nthe European Union, SMEs (enterprises
comprising fewer than 500 people) account for
nearly 60 per cent of gross value added (the
value of outputs minus the value of intermediate
consumption).

® Globally, it is estimated that formal SMEs account
for 52 per cent of private sector value added; if the
informal sector is included, this figure is significantly
higher.

® SMEs provide between 58 per cent of employment
in North America to 88 per cent in South East Asia.

Clearly, sustainability reporting can make a significant
contribution to improving sustainability at a global level,
but to have a significant impact, it needs also to penetrate
the SME sector.

The importance of corporate sustainability reporting

to meeting the objectives of the 2030 Agenda for
Sustainable Development and the Sustainable
Development Goals is recognized through specific SDG
target 12.6 (encourage companies, especially large and
transnational companies, to adopt sustainable practices
and to integrate sustainability information into their
reporting cycle), and its dedicated indicator, 12.6.1
(number of companies publishing sustainability reports).

Aside from the specific indicator cited, the broad impact
of companies extends to many more aspects of the SDGs.
The GRI undertook an assessment of how companies’
disclosures map to the SDG targets and indicators and
found the following'”:

16 The Edinburgh Group, Growing the Global Economy
through SMEs (2013).

17 Global Reporting Initiative, Measuring Progress on the SDGs:
A Mapping of the SDG Indicators and the GRI Standards (2017).

® About 40 per cent of SDG indicators are directly or
indirectly related to corporate disclosures, with 14
per cent being directly related'.

® Even when there is a direct link to the GRI
disclosures, the information companies disclose can
represent just one component of the total figure
required by the SDG indicator. This is because the
SDG indicators aim at providing a broad, global
picture.

Nonetheless, it is clear that corporate sustainability
reporting can contribute to the 2030 Agenda for
Sustainable Development beyond SDG target 12.6. For
example, sustainability reporting can:

® Generate data that can then be used to measure
progress against a range of the SDG targets;

® Provide context for the statistical information
captured by the SDG indicator;

® Provide details on different aspects of each topic
represented by an SDG indicator - this is useful for
future breakdown of information, for example, or as
input for any proposed actions (by governments);

® Provide valuable insights into how to create further
SDG indicators, or how to get more detail on specific
areas in the future;

® Provide valuable topic-related expertise and
perspectives.

There are a range of initiatives aimed at linking
sustainability reporting and the SDGs. For example,

the GRI and the United Nations Global Compact have
developed an action platform for reporting on the

SDGs, which aims to link SDGs and common corporate
disclosures and to provide guidance to companies on
how to report most effectively on the SDGs'. Additional
information can be found in section B.3 . “2.2. Context”, on

page 37.

18 Adirect link between an SDG indicator and GRI disclosure
means that the GRI disclosure measures (a part of) the business
contribution to the SDG indicator. An indirect link between an SDG
indicator and GRI disclosure means that business action relating to
the GRI disclosure can affect the SDG indicator (both positively and
negatively); however, this GRI disclosure does not measure (a part
of) the business contribution to that SDG indicator.

19 Global Reporting Initiative and the United Nations Global
Compact, Business Reporting on the SDGs, available at www.
globalreporting.org/information/SDGs/Pages/Reporting-on-the-SDGs.
aspx
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Also, countries and regions are already acting to

ensure improved sustainability reporting in line with
target 12.6. For example, the Regional Agreement on
Access to Information, Public Participation and Justice

in Environmental Matters in Latin America and the
Caribbean?® was adopted in March 2018. All parties to
the agreement guarantee that the relevant competent
authority will collate and ensure the public availability of
environmental information. Additionally, all parties agree
to encourage public and private companies, particularly
large companies, to prepare sustainability reports that
reflect their social and environmental performance.

Overall, although companies are not reporting

with regard to the SDGs (this is done by national
governments), they can contribute by providing
information for monitoring and through activities that
support progress towards achieving the SDGs.

Sustainability reporting rates amongst large companies
continues to grow?":

® Since 2011, approximately 95 per cent of the world's
largest 250 companies have been publishing annual
corporate responsibility reports, up from 35 per cent
in 1999.

® Around 75 per cent of the next largest 4,900
companies published corporate responsibility
reports in 2017, compared to 18 per cent in 2002.

In spite of this growth amongst large companies, there
has been a slower uptake amongst SMEs. GRI reports
that globally, approximately 90 per cent of businesses
are SMEs and yet only 10 per cent of sustainability
reports in GRI's disclosure database are published by
these companies. There are a range of strategies that
can be used for increasing sustainability reporting
amongst this important group; these strategies include
specific guidance for SMEs, supplier engagement, and
collaborative reporting. This is also an area where
governments can lead by example.

20 C.N.196.2018.TREATIES-XXVII.18 available at https://treaties.
un.org/doc/Treaties/2018/03/20180312%2003-04%20PM/
CTC-XXVII-18.pdf

21 KPMG, The Road Ahead - The KPMG Survey of Corporate
Responsibility Reporting 2017 (2017).

SME guidance

Several organizations have developed tools and

guidance aimed at supporting SMEs in developing and
implementing sustainability strategies. In this respect, GRI
has developed the following guides:

e Small Business Big Impact? - This report introduces
the concept of sustainability reporting and makes
the case for sustainability reporting by SMEs.

® Ready to Report? - This document takes a
company through the key steps in creating a
sustainability report using the GRI guidelines, and
directs the reader to the key sections of the full GRI
implementation manual.

® Empowering Small Business* - This report aims
at providing a comprehensive overview of the
current policy practices that are shaping the
reporting behaviour of SMEs, focusing on the
policy elements that enable the creation of an
environment conducive to reporting by SMEs on
their sustainability impacts.

Supplier engagement

Many SMEs are suppliers for larger companies

which will require all their suppliers to demonstrate
their sustainability criteria. Therefore, supply chain
engagement can be an effective way of incentivizing
SMEs to report. For example, the Supplier Ethical Data
Exchange (Sedex) is a not-for-profit, membership
organization that works with buyers and suppliers to
deliver improvements in responsible business practices in
global supply chains. A group of retailers founded Sedex
in 2001 to drive convergence in social audit standards
and monitoring practices by providing a harmonized
framework within which suppliers could demonstrate
their social and environmental performance.

Sedex was primarily set up to drive the establishment

of an ethical supply chain, but it covers environmental
issues as well. The Sedex Members Ethical Trade Audit (a
widely used ethical audit format) covers:

22 Global Reporting Initiative, Small Business Big Impact - SME
Sustainability Reporting from Vision to Action.

23 Global Reporting Initiative, Ready to Report - Introducing
Sustainability Reporting for SMEs (2014).

24 Global Reporting Initiative, Empowering Small Business
- Recommendations for Policy Makers to Enable Corporate
Sustainability Reporting for SMEs (2018).
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® Labour standards
® Health and safety

® Universal rights covering the United Nations Global
Compact

®* Management systems

® Entitlement to work

® Subcontracting and homeworking
® Environment

® Business ethics

Any organization that is used to using Sedex to
demonstrate its responsible business practices to buyers
could relatively easily adapt this information to provide

a sustainability report. Where suppliers or buyers are
using a supply chain platform, such as Sedex or another
platform, this can be used as a simple starting point for
sustainability reporting.

The Organisation for Economic Co-operation and

Development (OECD) has also provided guidance for
responsible supply chains for both the minerals® and
the apparel® sectors. The guidance provides detailed
recommendations to help companies respect human
rights and avoid contributing to human rights abuses
through their purchasing decisions and practices.

Collaborative reporting

A growing emphasis on companies reporting on the
sustainability impact of their value chains has led to an
increased collaboration between companies in the same
value chain to improve data quality and comparability.
Examples of this can be seen in the oil and gas sector and
the cement sector:

® The International Petroleum Industry Environmental
Conservation Association (IPIECA) issued the Oi/
and Gas Industry Guidance on Voluntary Sustainability
Reporting in 2010%” to help companies shape
the structure and content of their sustainability
reporting. The guidance provides direction on the
content of a typical industry report.

25 Organisation for Economic Co-operation and Development,
OECD Due Diligence Guidance for Responsible Supply Chains of
Minerals from Conflict-Affected and High-Risk Areas (2016).

26 Organisation for Economic Co-operation and Development,
OECD Due Diligence Guidance for Responsible Supply Chains in the
Garment and Footwear Sector (2017).

27 Available at http://www.ipieca.org/our-work/reporting/
sustainability-reporting-guidance/

® The Cement Sustainability Initiative (CSI)?® has
developed:

O Technology Roadmap: Low-Carbon Transition in
the Cement Industry, which updates the first
global sectoral roadmap, was produced in
2009. The updated roadmap aims to: identify
and develop international collaborative efforts;
and provide evidence for public and private
decision-makers to move towards a more
sustainable cement sector that can contribute
to long-term climate goals.

O The Cement CO2 and Energy Protocol: CO2 and
Energy Accounting and Reporting Standard for the
Cement Industry (2011), which provides sector-
specific guidance on carbon accounting in the
cement sector.

O The Getting the Numbers Right (GNR)
database, which aims to provide the industry
with information on its present and future
sustainability performance and currently
covers around 20 per cent of worldwide
cement production.

Governments leading by example

Government actors can lead by example and develop
their own sustainable procurement standard to which
suppliers should conform (see “Case study — Sustainable
procurement standards”, on page 22). They can also
impose sustainability reporting requirements, including
supplier due diligence, on public entities and State-owned
companies (see case studies in section B.1 Policy Review
“Case study — 2.5. Brazil - Sector-specific regulation for the
energy sector”, on page 64 and “Case study - 2.6. South
Africa - Building on stock exchange requirements”, on page
65.

While a sustainable procurement standard will not
guarantee improved sustainability reporting by requiring
suppliers to demonstrate performance, it will ensure
that they are in a better position to produce high-
quality sustainability reports. Additionally, publishing

a sustainability report can be made a requirement

for suppliers - most likely for contracts over a certain
threshold.

28 All documents available at https://gccassociation.org/
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Case study — Sustainable procurement standards

There are different approaches that can be taken to
improving sustainable procurement. Here, various
examples are provided, ranging from one of the
world's largest companies to local governments.

1. Walmart - minimum standards and a sustainability
index:

® Walmart's Standards for Suppliers list covers
minimum social requirements.

® Suppliers' performance data are collated in the
anonymous and aggregated Sustainability Index.
This is shared with suppliers so that they can see
how they rank in their field and gain insight into
how to improve their performance.

2. Local government - overview

Local government can use procurement to address
certain chosen agendas by buying solutions that will
contribute to community or environmental goals or
to diversity or equality targets. In 2006, the Greater
London Authority (GLA) became the first public
body to publish a sustainable procurement policy.
Key elements of the 2017 version of The GLA Group
Responsible Procurement Policy® are:

® Aclear definition of the issues that suppliers are
expected to address

® A commitment to embedding relevant and
proportionate responsible procurement
requirements into supplier contracts - though
this varies from department to department

The second point is a key component of the policy and
is most easily illustrated with an example. The City

of Fremantle introduced a new procurement policy
requiring that all tenders above $ 150,000 be assessed
on minimum 10 per cent sustainability criteria®.

3. Public procurement - South Africa

In South Africa®', public procurement is leveraged to
provide preferential treatment not only for historically
disadvantaged groups and individuals, but also for
small and medium-sized enterprises and to support
domestic manufacturing capacities. While efforts

to introduce sustainability criteria have to date had
relatively limited success, local governments have
found other opportunities for promoting sustainable
procurement. For example, the City of Cape Town
undertakes an annual review of its supply chain
management, and this process was used to embed a
contractual provision to “promote resource efficiency”
through procurement. Similarly, Nelson Mandela Bay
Municipality focuses on working with the government's
suppliers of goods and services, encouraging suppliers
to evaluate their own environmental performance in
order to be awarded a so-called “Green Certificate”.

29 Greater London Authority, The GLA Group Responsible Procurement Policy (2017).
30 City of Fremantle, One Planet Strategy Annual Report 2017 (2018).

31 International Institute for Sustainable Development, Implementing Sustainable Public Procurement in South Africa: Where to

Start (2014).
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Strategies to increase reporting rates

There are some simple steps that governments
and stakeholders can take to help promote and
increase the uptake of corporate sustainability
reporting, these include:

* identifying which, if any, platforms (such as
Sedex) buyers and suppliers are using in
the region to demonstrate their responsible
business practices; companies can then be
encouraged to ensure that sustainability
reporting is covered by the platform;

® producing specific SME guidance, which
should reference the criteria in the
aforementioned platforms; and

® |eading by example by developing their own
standards for sustainable procurement; these
can include a requirement for sustainability
reporting, particularly with regard to high-
value contracts.

1.5. KEY EXISTING FRAMEWORKS DRIVING
SUSTAINABILITY REPORTING

Sustainability reporting covers a range of topics; some
of these are highly technical and have their own range of
agreements, protocols, and standards. Greenhouse gas

emissions are a good example; many organizations follow

the Greenhouse Gas Protocol for reporting. There is
also International Organization for Standardization (ISO)
standard 14064, which covers, among other matters, the
definition of a carbon footprint for a company. In other
areas, such as materials and waste, although there are

recommended indicators, they are not universally agreed;

there is also ongoing research to define norms and
suitable indicators.

Corporate sustainability reporting is a rapidly evolving
landscape with different reporting systems. To help
provide clarity, a range of organizations have provided
guidelines on how to approach sustainability reporting
and what a sustainability report should cover. Some

of these guidelines have been produced by existing
organizations; others, by organizations that have been
expressly set up to address this issue. In general, the
frameworks aim to provide a clear description of the
process to follow when developing a sustainability report

or disclosing non-financial information; they also aim to
provide guidance on what topics should be covered and
how these issues should be reported.

The frameworks aim both to make it easier for
companies to report, and to increase the quality and
impact of the reports by, for example, increasing
the comprehensiveness of the reporting and the
comparability between reports.

The AccountAbility Institute is the research arm of the
private consultancy AccountAbility. It has developed

the AA1000 series of standards, which are principles-
based standards designed for all organizations aiming
“to demonstrate leadership and performance in
accountability, responsibility and sustainability”. The
AccountAbility Principles Standard (AAT000APS)?*?

aims to “provide organisations with an internationally
accepted and freely available set of principles to frame
and structure the way in which they understand, govern,
administer, implement, evaluate and communicate their
accountability”. It is based on three principles:

1. Inclusivity (stakeholder participation)

2. Materiality (assessment of key sustainability issues
that should be reported on)

3. Responsiveness (response to stakeholder input)

In The Materiality Report: Aligning Strategy, Performance and
Reporting®, the AccountAbility Institute provides detailed
guidance on how to identify materiality.

32 The AccountAbility Institute, AA1000 AccountAbility Principles
Standard 2008, available at http://www.accountability.org/standards/

33 AccountAbility Institute, The Materiality Report: Aligning
Strategy, Performance and Reporting (2006).
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The Global Reporting Initiative (GRI) was co-launched by
Ceres and the Tellus Institute in the 1990s with support
from the United Nations Environment Programme. The
GRI is the most widely used framework for sustainability
reporting (75 per cent of the world's largest 250
companies use GRI**), and the GRI disclosure database
contains sustainability reports from over 12,500
organizations using the GRI framework,.

The GRI identifies key principles for defining report
content (stakeholder inclusiveness, sustainability context,
materiality, and completeness) and quality (accuracy,
balance, clarity, comparability, reliability, and timeliness).
GRI standards are structured as a set of interrelated
standards; there are three universal standards and 33
topic-specific standards covering a range of economic,
environmental, and social subjects.

The universal standards provide:

® The reporting principles to guide the content
(material topics) and quality of the report®

® Mandatory disclosures about the context of the
organization®

® Disclosures on the management approach for each
material topic3®

Organizations select from the topic-specific standards
to report on their material topics from over 75 specific
disclosures. This requires organizations to:

1. undertake a materiality assessment - a process
to identify the important issues on which an
organization should report; and

2. identify the relevant discretionary disclosures on the
complete list.

Organizations then compile and publish their reports,
including all core and all relevant discretionary
disclosures.

34 KPMG, The Road Ahead - The KPMG Survey of Corporate
Responsibility Reporting 2017.

35 Global Reporting Initiative, Sustainability Disclosure Database,
available at http://database.globalreporting.org/, accessed August
2018

36 Global Reporting Initiative, GRI 101: Foundation 2016.
37 Global Reporting Initiative, GRI 102: General Disclosures 2016.
38 Global Reporting Initiative, GRI 103: Management Approach 2016.

The GRI has also published some sector guidance®
outlining additional topics and disclosures relevant to
specific sectors®.

While many organizations see environmental and social
accountability as an issue separate from that of financial
reporting, increasingly, businesses are combining these
issues into a single integrated report. The International
Integrated Reporting Council (IIRC), established in

2010, developed the International Integrated Reporting
Framework?*' to create a formal agreed approach to
integrated reporting.

The framework takes a principles-based approach rather
than prescribing specific key performance indicators. It
defines six capitals: financial, manufactured, intellectual,
human, social and relationship, and natural; each should
be valued to demonstrate long-term value creation.

Additionally, the framework provides seven guiding
principles that should underpin any integrated report,
namely:

1. Strategic focus and future orientation - how the
organization intends to create value in the short,
medium, and long term

2. Connectivity of information - provide a picture
of the combination of, interrelatedness of, and
dependencies between the factors that affect the
organization’s ability to create value over time

3. Stakeholder relationships - provide insight into the
nature and quality of the organization’s relationships
with its key stakeholders

4. Materiality - identify the full range of issues that
substantively impact the company's ability to create
value

5. Conciseness - include sufficient detail to understand
the organization's strategy, without weighing down
the text with less relevant information

39 Airport operators, construction and real estate, electric utilities,
event organizers, financial services, food processing, media, mining
and metals, NGOs, oil and gas

40 This sector guidance was developed for use with the G4
Guidelines; it is recommended that the guidance be used when
reporting with the GRI Standards. GRI will be developing new sector
content from the end of 2018.

41 International Integrated Reporting Council, The International
IR Framework (2013).
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6. Reliability and completeness - include all issues,
both positive and negative

7. Consistency and comparability - information should
be consistent over time and allow comparison to the
information of other relevant organizations

The Organisation for Economic Co-operation and
Development (OECD) Guidelines for Multinational
Enterprises* comprise an annex to the OECD Declaration
on International Investment and Multinational
Enterprises. They are “non-binding principles and
standards for responsible business conduct” for
multinational corporations operating in or from countries
adhering to the Declaration.

Although the Guidelines are legally non-binding, the
OECD Investment Committee and its Working Party

on Responsible Business Conduct do encourage
implementation among adherents. The Declaration and
the Guidelines were adopted by the OECD in 1976 and
were most recently updated in 2011; they are applied in
48% countries.

The Sustainability Accounting Standards Board is a
not-for-profit organization of the United States which was
established in 2011. Its aim is to develop sustainability
accounting standards for corporate disclosing of material
information deemed helpful for investor decision-making.
The sustainability accounting standards are in five
categories: environment, social capital, human capital,
business model and innovation, and leadership and
governance.

The SASB deliberately mirrors the Financial Accounting
Standards Board, and the associated standards are
designed for disclosure of material sustainability
information in mandatory SEC filings (financial
statements submitted to the United States Securities and
Exchange Commission). The aim of the SASB is to make
sustainability reporting a mandatory requirement on a
par with financial reporting.

42 Organisation for Economic Co-operation and Development,
OECD Guidelines for Multinational Enterprises (2011).

43 Organisation for Economic Co-operation and Development,
Annual Report on the OECD Guidelines for Multinational Enterprises
2017 (2017).

While the SASB does provide guidance on how a
company can identify its material issues, the approach
of the organization is to provide extensive and detailed
sector guidance identifying indicators that meet the
following criteria*:

® Objectivity — should be free from bias

® Measurability — should allow reasonably consistent
measurements, qualitative or quantitative

e Completeness — should be sufficiently complete
so that those relevant factors that would alter a
conclusion are not omitted

® Relevance - the indicators need to directly address
the sustainability topic

There are 11 overarching sectors: health care,

financials, technology and communications,
non-renewable resources, transportation, services,
resource transformation, consumption |, consumption

I, renewable resources and alternative energy, and
infrastructure. The multiple categories in each sector lead
to approximately 80 sets of sector guidelines.

The United Nations Global Compact* encourages
businesses worldwide to adopt sustainable and

socially responsible policies, and to report on their
implementation. The United Nations Global Compact is
a principle-based framework, with 10 principles covering
human rights, labour, the environment, and anti-
corruption.

It is the world's largest corporate sustainability initiative,
with 12,000 corporate and other stakeholders from over
160 countries.

Global Compact business participants are required to
demonstrate continuous improvement and publish a
yearly progress report (Communication on Progress) on
their implementation of the 10 principles of the United
Nations Global Compact. The report should include a CEO
statement, a description of the main actions undertaken,
and measurement of the outcome of these actions.

44 As outlined in the specific sector guidelines; for example, SASB,
Food Retailers and Distributors - Sustainability Accounting Standard
(2015).

45  https://www.unglobalcompact.org/what-is-gc/mission/principles
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Table 2. Comparison of the key principles of the GRI, lIRC, and SASB frameworks

There is broad agreement on how the content and quality
of a sustainability report should be defined. “Table 2.
Comparison of the key principles of the GRI, IIRC, and SASB
frameworks”, on page 26, compares the key principles
proposed by three of the major frameworks, showing a
high degree of commonality regarding the content and
quality requirements of sustainability reports. Whereas
the IIRC and GRI list principles that should guide a
report's content, the SASB takes a more prescriptive
approach, defining the specific reporting content for each
industrial sector. Because of this, the SASB has a smaller
list of reporting principles than the GRI and IIRC.

All three organizations have helped ensure that
sustainability reporting becomes an issue of importance
to mainstream investment and markets that want to
understand whether companies are at risk or gaining
opportunities for value creation.

An overview of the GRI, IIRC, and SASB reporting
frameworks appears to indicate that sustainability
reporting is evolving from being a voluntary endeavour
to one which is gaining a more secure market footing
and becoming mandatory. The GRI was the first of

the organizations to be established, and it created
voluntary guidelines for sustainability reporting. These
voluntary guidelines have since been used as the basis
for mandatory reporting requirements; globally, more

46 Global Reporting Initiative, GRI 101: Foundation 2016.
47 International Integrated Reporting Council, The International IR
Framework (2013).

48 As outlined in the specific sector guidelines; for example, SASB,
Food Retailers and Distributors - Sustainability Accounting Standard
(2015).

than 125 policy instruments, 51 of which are capital
market policies, reference the GRI standards. Both the
SASB and IIRC, which were established later, aim to

make sustainability reporting mandatory, either through
a separate mandatory sustainability report (akin to a
company's financial report) or through a single integrated
report.

Another significant trend is the move away from
providing detailed reporting requirements and toward

a more principles-based approach often prioritizing
materiality. This is also a trend that is replicated in
national policies to drive company sustainability reporting
- see case studies in “Section B.1 Policy Review”, on page 26.

According to the logic of this approach, frameworks and
policies are initially set out by telling companies how and
what to report; however, this does not invite companies
themselves to embrace reporting in a positive fashion
and to go beyond minimum requirements. As companies
become more familiar with reporting and begin to derive
benefits from monitoring sustainability, a more open
approach can have a greater impact, since companies
review and act to mitigate their own specific impacts.

1.6. FURTHER INITIATIVES SUPPORTING
SUSTAINABILITY REPORTING

In addition to the organizations mentioned in section

A - “1.5. Key existing frameworks driving sustainability
reporting”, on page 23, that have established detailed
reporting frameworks, there are entities whose primary
function is not necessarily sustainability reporting and
which have instituted a range of reporting initiatives.
These entities include member organizations, coalitions
of governments, standards organizations, and United
Nations agencies.
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CDP (formerly the Carbon Disclosure Project) is a
non-governmental organization which supports investors,
companies, and cities in measuring and understanding
their environmental impact. CDP does not produce its
own guidelines or requirements, but provides a platform
for disclosure, enabling organizations to share self-
reported data.

Over 7,000 companies and 620 cities have publicly
disclosed environmental information through CDP#°,
and about one fifth of global greenhouse emissions are
reported through the platforms°.

While initially focused on disclosing carbon emissions,
CDP now has disclosure programmes covering water and
forests. In addition, the CDP’s annual scoring process
recognizes companies with high-quality disclosure,
putting the top companies on the CDP A List.

The Climate Disclosure Standards Board (CDSB) is a
consortium of private companies and NGOs working

to provide material information for investors and
financial markets through the integration of climate-
change-related information into mainstream financial
reporting. The CDSB provides a framework for reporting
environmental information with the same rigour as
financial information. The framework is not a new
standard; rather, it adopts and relies on existing
standards and practices, as well as reflecting regulatory
and voluntary reporting and carbon-trading rules.

Following the 2012 United Nations Conference on
Sustainable Development (Rio+20), the Governments of
Brazil, Denmark, France, and South Africa launched the
Group of Friends of Paragraph 47 initiative to advance
sustainability reporting. Since its formation, the Group
has grown to include the Governments of Argentina,
Chile, Colombia, Norway, and Switzerland.

The Group's Charter®! recognizes that a transparent,
well-functioning market economy requires corporate
sustainability reporting to become a widespread practice

49 https://www.cdp.net/en/info/about-us, accessed January 2019
50 https://www.cdp.net/en/investor/ghg-emissions-dataset, accessed
January 2019

51 Group of Friends of Paragraph 47, Charter of the Group
of Friends of Paragraph 47 (2012), available at https://www.
unenvironment.org/fr/node/23402

and reaffirms the Group's intention to contribute to the
advancement of an international culture of corporate
transparency and accountability. Key objectives include:

® To bring Governments and other stakeholders
together to develop best-practice examples of
policy and regulation for promoting corporate
sustainability reporting

® To promote the use of, and to build upon, existing
and widely-used sustainability reporting guidance

® To bring specific attention to progressing
sustainability reporting in developing countries and
small and medium-sized enterprises (SMEs)

Any Government may join GoF47, providing they declare
that they share the values and objectives of the Group
as described in the Charter and indicate the policies they
have in place to promote sustainability reporting or, in
their absence, make public their intention to develop
such policies.

The International Financial Reporting Standards

(IFRS) Foundation is a not-for-profit organization
established to develop a single set of globally accepted
accounting standards, the IFRS Standards. The IFRS
Foundation promotes and facilitates the adoption of
the IFRS Standards. The IFRS provide the basis for some
sustainability reporting standards, such as those of the
SASB.

ISO 26000:2010 does not set requirements and is not
actually a standard; instead, it provides guidance. As a
result, unlike some well-known ISO standards, I1SO 26000
cannot be used as a benchmark for official certification.
The guidance it provides aims to clarify what social
responsibility is, help businesses and organizations
translate principles into effective actions and share
best practices relating to social responsibility, globally.
ISO 26000 was launched in 2010, following five years

of negotiations between many different stakeholders
including representatives from government, NGOs,
industry, consumer groups, and labour organizations.

The guidance defines seven principles of social
responsibility, namely:

1. Accountability

2. Transparency

3. Ethical behaviour
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4. Respect for stakeholder interests

5. Respect for the rule of law

6. Respect for international norms of behaviour
7. Respect for human rights

Furthermore, it provides seven core subjects that are
deemed relevant to all companies:

1. Organizational governance
Human rights

Labour practices
Environment

Fair operating practices

Consumer issues

N o v o W N

Community involvement and development

The ISO 26000 guidance can be purchased from ISO,
though some guidance, such as a comparison of the ISO
guidance and GRI reporting requirements®, is available
for free.

The main initiative driving reporting amongst stock
exchanges is the Sustainable Stock Exchanges Initiative
(SSE). The SSE is not a framework like GRI or SASB, but
it is credited with helping drive the increase in stock
exchanges requiring sustainability disclosure. Set up in
2009 by UNCTAD, the United Nations Global Compact,
the United Nations Environment Programme, and the
Principles for Responsible Investment (PRI), the SSE
had its first five members join in 2012: the B3 (formerly
BM&FBOVESPA, Sdo Paulo, Brazil), the Egyptian Exchange,
the Johannesburg Stock Exchange, Borsa Istanbul, and
NASDAQ.

The SSE provides a multi-stakeholder learning platform
for stock exchanges, investors, regulators, and companies
to adopt best practices in promoting corporate
sustainability while also striving to encourage sustainable
investment.

The initiative started 2019 with 98 partner exchanges
from 83 countries, covering 70 per cent of global market
capitalization, and has helped put sustainability reporting
on the agenda of stock exchanges®3. For example, as

52 International Organization for Standardization and Global
Reporting Initiative, GRI G4 Guidelines and I1SO 26000:2010 - How
to Use the GRI G4 Guidelines and ISO 26000 in Conjunction (2014),
available at https://www.iso.org/files/live/sites/isoorg/files/archive/pdf/
en/iso-gri-26000_2014-01-28.pdf

53 Sustainable Stock Exchanges Initiative, 2016 Report on Progress
(2016), available at http://www.sseinitiative.org/data_/publications/

of 15 January 2019, 17 exchanges®* have incorporated
sustainability reporting into their listing rules and 42
exchanges®® have provided formal guidance to issuers.

The SSE's library contains databases, guidance, and fact
sheets (see example in “Table 3. Summarized example

of Brazil’s B3 stock exchange factsheet”, on page 29) on
each stock exchange. The databases contain details

on reporting initiatives in place globally and allow their
sorting according to which institution (government, stock
exchange, and so on®®) is leading each initiative.

Additionally, the 2076 Report on Progress lists all the stock
exchanges that provide guidance to listed companies.
Most of this guidance is publicly available and can be
reviewed as source documents for initiatives in other
countries.

The World Federation of Exchanges (WFE) is another
initiative that also offers guidance for stock exchanges.
The WFE has done more modest work in this area,
though it has contributed to the SSE work and has a
research database®’. This database contains information
such as the following:

® The WFE's guidance document on recommended
reporting metrics>®

® Annual sustainability surveys

® Research into the role of exchanges in promoting
sustainable development

® Annual sustainability surveys

® Research into the role of exchanges in promoting
sustainable development

54 Brazil - B3; China, Hong Kong SAR - Hong Kong Exchanges

and Clearing Limited; Colombia - Bolsa de Valores de Colombia
(Colombian Securities Exchange); France - Euronext Paris; India - BSE
India Ltd. (Bombay Stock Exchange), National Stock Exchange of
India (NSE); Luxembourg - Bourse de Luxembourg; Malaysia - Bursa
Malaysia; Namibia - Namibian Stock Exchange; Nigeria - Nigerian
Stock Exchange; Peru - Bolsa de Valores de Lima; Seychelles - Trop-X
(Seychelles Securities Exchange); Singapore - Singapore Exchange;
South Africa - Johannesburg Stock Exchange; Thailand - Stock
Exchange of Thailand; Viet Nam - Ho Chi Minh Stock Exchange,
Hanoi Stock Exchange

55 Sustainable Stock Exchanges Initiative, http://www.sseinitiative.
org/data/, accessed 15 January 2019

56 Sustainable Stock Exchanges Initiative, available at http://www.
sseinitiative.org/data/sustainabilityreporting/

57 World Federation of Exchanges, https://www.world-exchanges.
org/homel/index.php/research/wfe-research

58 World Federation of Exchanges, WFE ESG Recommendation
Guidance and Metrics (2015)

28 United Nations Environment Programme


https://www.iso.org/files/live/sites/isoorg/files/archive/pdf/en/iso-gri-26000_2014-01-28.pdf
https://www.iso.org/files/live/sites/isoorg/files/archive/pdf/en/iso-gri-26000_2014-01-28.pdf
http://www.sseinitiative.org/data_/publications/
 http://www.sseinitiative.org/data/
 http://www.sseinitiative.org/data/
http://www.sseinitiative.org/data/sustainabilityreporting/
http://www.sseinitiative.org/data/sustainabilityreporting/
https://www.world-exchanges.org/home/index.php/research/wfe-research
https://www.world-exchanges.org/home/index.php/research/wfe-research

Brazil Stock Exchange: B3 (formerly BM&FBOVESPA) (data as at 15 January 2019)

Number of listed companies 347
Domestic market capitalization US$ 774.133 million
SSE partner exchange Yes
Has annual sustainability report Yes

® Asof 2012, listed companies state whether they publish a regular sustainability report;

Requires environmental, social and

if they do not publish, they explain why.

governance (ESG) reporting as a listing o Asof 2016, the Brazilian regulator turned “Report or Explain” into a specific item negating t

rule? he need for B3's requirement.

® (02017, B3 launched Report or Explain for Sustainable Development Goals initiative.

Offers written guidance on ESG reporting?

Yes; e.g., Novo Valor Corporate Sustainability - Second Edition®

Offers ESG-related training?

Yes - Integration of ESG issues into education through the BM&FBOVESPA Institute of Education

Provides sustainability-related indices?

Yes; including the Corporate Sustainability Index (ISE) and Carbon Efficient Index (1C02)%

Offers green bonds listings? Yes

Table 3. Summarized example of Brazil's B3 stock exchange factsheet

1.6.7. The Task Force on Climate-Related
Financial Disclosures

The Task Force on Climate-Related Financial Disclosures
(TCFD) was established by the Financial Stability Board
to develop voluntary, consistent climate-related financial
risk disclosures for use by companies in providing
information to investors, lenders, insurers, and other
stakeholders. The work and recommendations of the
Task Force aim to help companies understand what
financial markets want from disclosure in order to
measure and respond to climate change risks, and
encourage firms to align their disclosures with investors’
needs. 5960 61

59 BM&FBovespa, New Value - Corporate Sustainability (2016),
available at http://www.bmfbovespa.com.br/lumis/portal/file/
fileDownload.jsp ?fileld=8AA8D0975754AE53015770F0C3730D68

60 http://www.bmfbovespa.com.br/en_us/products/indices/
sustainability-indices/

61 Global Reporting Initiative, Linking the GRI Standards and the
SEBI BRR Framework (2017).

2

Case study - Bombay Stock Exchange®'

Established in 1875, the Bombay Stock Exchange

is Asia’s first stock exchange and one of India’s
leading exchange groups. The Securities and
Exchange Board of India is the regulator for

the securities market in India. In 2012, it issued

a circular mandating a business responsibility
reporting (BRR) requirement in line with the
National Voluntary Guidelines on Social,
Environmental and Economic Responsibilities of
Business notified by the Ministry of Corporate
Affairs, Government of India in 2011. Initially for
the top 100 listed entities, this was extended to the
top 500 companies, based on market capitalization
in 2015.

In 2017, the GRI reviewed these reporting
requirements and produced a report highlighting
the connections enabling the fulfilment of multiple
reporting requirements. The report contains

a range of “linkage tables” showing how the

GRI standards and disclosures relate to each
requirement in the BRR framework.
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The TCFD recommends that organizations include
climate-related financial disclosures in their annual
financial filings to foster shareholder engagement and
promote a more informed understanding of climate-
related risks and opportunities among investors and
other players®.

1.6.8. United Nations Conference on Trade and
Development

The United Nations Conference on Trade

and Development (UNCTAD) is a permanent
intergovernmental body established by the United
Nations General Assembly in 1964. UNCTAD's mission is
to support developing countries in accessing the benefits
of a globalized economy more fairly and effectively.
UNCTAD undertakes analysis, facilitates consensus-
building, and provides technical assistance.

UNCTAD has developed guidance documents on many
topics relating to sustainability reporting. For example,

62 Task Force on Climate-Related Financial Disclosures, Final
Report (2017), available at https://www.fsb-tcfd.org/wp-content/
uploads/2017/06/FINAL-TCFD-Report-062817.pdf

these include Guidance on Good Practices in Corporate
Governance Disclosure and Best Practice Guidance for
Policymakers and Stock Exchanges on Sustainability
Reporting Initiatives. UNCTAD has also reviewed the main
indicators used in CSR and sustainability reporting.

This includes a recent review of the core indicators for
company reporting®, presented at the thirty-fourth
session of the International Standards of Accounting and
Reporting, held in Geneva in November 2017.

UNCTAD and the United Nations Environment
Programme are the co-custodian agencies for SDG target
12.6 and its respective indicator, 12.6.1, which measures
the number of companies publishing sustainability
reports. Their role as custodian agencies for this indicator
is closely linked to the development of a baseline
definition of sustainability reporting.

63 United Nations Conference on Trade and Development, Core
indicators for company reporting on the contribution towards the
attainment of the Sustainable Development Goals (2017), available
at http://isar.unctad.org/wp-content/uploads/2017/12/ISAR-34-non-
paper-31102017.pdf
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2. KEY AREAS FOR IMPROVING THE QUALITY OF
CORPORATE SUSTAINABILITY REPORTING

Raising the Bar - Advancing Environmental Disclosure in
Sustainability Reporting® (henceforth referred to as
Raising the Bar) reviewed the status of sustainability
reporting internationally and identified issues in two
categories: quantity of companies reporting and
quality of reports. The quantity issue refers to the

need to increase the uptake of sustainability reporting,
particularly amongst SMEs, and is covered in section A -
“1.4.3. Increasing reporting rates”, on page 20.

The key quality-related issues identified are:

1. A non-comprehensive compliance approach leading
to companies failing to report their most material
impacts

2. The lack of context regarding the environmental
or social setting of the company’s operations and
impact

3. The variation in approach to third-party verification
(assurance), which is often done on a voluntary basis
and therefore does not have the same credibility as
a mandatory approach

4. The inconsistency in reporting, even among
companies using the same framework or guidelines

A summary of the major areas requiring improvement in
relation to these four issues is provided in this section.
Materiality, which refers to what topics should be
included in a sustainability report, is a well-established
issue; detailed guidance on the context and how to
undertake a materiality assessment is included here. A
separate guidance note aimed at providing context for
policymakers is available in “Section B.2", on page 73.

Context refers to the requirement to link performance to
relevant benchmarks or targets. This is a rapidly evolving
area, and this introduction aims to provide details

on status and aims to anticipate which of the current
systems is likely to be the most widely used. The issues
of assurance, whether the report has been verified by an
independent review, and inconsistent reporting are also
covered in this introduction.

64 United Nations Environment Programme, Raising the Bar -
Advancing Environmental Disclosure in Sustainability Reporting
(2015)

2.1. MATERIALITY

Materiality can be defined in many ways, often depending
on whether the issue is being approached from a
traditional financial angle or a broader, more holistic
view. “Table 4. Definitions of and approaches to materiality”,
on page 31, shows how different sustainability

reporting frameworks define the issue. While there

is some variation in language and context, the key

issue is the identification and disclosure of all relevant
information.

Materiality determines the relevance and significance of an issue
to an organization and its stakeholders. A material issue is an issue
that will influence the decisions, actions, and performance of an
organization or its stakeholders.

Account-
Ability

In sustainability reporting, materiality is the principle that
determines which relevant topics are so important that it is
essential to report on them.

Material topics are those that reflect the organization’s significant
GRl economic, environmental, and social impacts; or that substantively

influence the assessments and decisions of stakeholders. In

this context, “impact” refers to the (positive or negative) effect

an organization has on the economy, the environment, and/or

society.

An integrated report should disclose information about matters
that substantively affect the organization’s ability to create value

lIRC over the short, medium, and long term.
SASB does not define materiality, but instead “looks to the
Supreme Court's definition of material information for the
purpose of standard-setting”. The Court defines material
SASB information as presenting “a substantial likelihood that the

disclosure of the omitted fact would have been viewed by the
reasonable investor as having significantly altered the ‘total mix’ of
information made available”.

Table 4. Definitions of and approaches to materiality

The process of identifying what is materially important,
the “materiality process”, may be seen as essentially
aiming to answer two fundamental questions:

1. Where should the boundary of the organization, its
impact, and reporting be set?

2. What is the scope of the organization and the
content of its report? This is defined as the range
of sustainability topics or issues that should be
covered.
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Figure 3. Scope of a sustainability report as defined in the International IR Framework®

All four of the main frameworks analysed provide a clear
approach for defining the scope of a sustainability report
and the range of sustainability topics or issues that
should be included. This is covered in detail in section
B.2 — “2.1. Materiality assessment”, on page 77 and “2.2.
Aligning corporate sustainability reporting data and the
SDGs”, on page 87. However, only the GRI and the IIRC
provide detailed guidance on how the boundary of an
organization, its impact, and, therefore, its reporting
should be defined - which is covered in the following
section.

The IIRC proposes two aspects of the definition of this
boundarye®e:

1. The financial reporting entity

2. Further risks, opportunities, and outcomes

National financial reporting standards can be used to
define the reporting entity. These standards revolve
around the concepts of control or significant influence.
They specifically define the reporting entity (i.e.,

which subsidiaries’, joint ventures’, and associates'’
transactions and related events are included in the

65 http://integratedreporting.org/wp-content/uploads/2015/03/13-12-
08-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf on page 20

66 International Integrated Reporting Council, The International IR
Framework, paragraphs 3.30-3.35.

organization’s financial report). The second component

is the identification of risks, opportunities, and outcomes
attributable to or associated with organizations or
stakeholders outside the standard definition of the
financial reporting entity, but that have a significant
sustainability impact. The organizations and stakeholders
in this component are not controlled or significantly
influenced by the financial entity, but they are
nonetheless material on account of their potential impact
on sustainability outcomes.

If, for example, there exist industry labour standards
in the organizations industry, they should be disclosed
because they are likely to apply to organizations'
suppliers.®’

This approach is summarized in “Figure 3. Scope of a
sustainability report as defined in the International IR
Framework65”, on page 32.

The GRI refers to the financial definition of an
organization as “all entities included in the organization’s
consolidated financial statements or equivalent
documents” (GRI 102: General Disclosures, 102-45). It
also states that organizations should report not only

on impacts they cause, but also on impacts to which
they contribute, and impacts that are directly linked to
their activities, products or services through a business

67 International Integrated Reporting Council, The International IR
Framework (2013), page 21.

32 United Nations Environment Programme
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Figure 4. Examples showing how topics may be relevant inside or outside the organization”

relationship. Therefore, organizations should report on
any additional impacts created “either through their own
activities or as a result of their business relationships with
other entities"®, and not just on the impacts due to their
direct activities.

An example of this is shown in “Figure 4. Examples
showing how topics may be relevant inside or outside the
organization71", on page 33. In case 1, the company
should report on the activities of its subsidiaries, whereas
in case 2, it should focus on the activities of its key
suppliers.

For reporting in accordance with the GRI standards,
the boundary for any material topic should include a
description of:

® Where the impacts occur

® The organization's involvement in the impacts (for
example, whether the organization has caused or
contributed to the impacts or is directly linked to the
impacts through its business relationships)

® Any specific limitation regarding the topic boundary

68 Global Reporting Initiative, GRI 101 - Foundation (2016), page 12.

For more information, see sections G4-19, G4-20, and
G4-21 of GRI's G4 Implementation Manual®® and page 10 of
GRI 1017 - Foundation’.

As shown in “Table 4. Definitions of and approaches

to materiality”, on page 31, the four main reporting
frameworks analysed here each define a slightly different
approach to materiality assessment. Nonetheless,

there is much agreement between the approaches to a
materiality assessment; this can be summarized in three
steps:

1. Identification of the key issues, including
stakeholder engagement

2. Analysis and prioritization of these issues

3. Validation and agreement of the approach

69 Global Reporting Initiative, G4 Sustainability Reporting
Guidelines - Implementation Manual (2013).

70 Global Reporting Initiative, GRI 101 - Foundation (2016).

71 Adapted from Global Reporting Initiative, G4 - Implementation
Manual (2013). (https://www.globalreporting.org/resourcelibrary/
GRIG4-Part2-Implementation-Manual.pdf) as shown on page 34
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Figure 5. Example of materiality matrices”

Issue identification

The first step is to identify all the sustainability issues that
may be materially important. This can generally be done
by following these steps:

1. ldentify, through a literature review, all the issues
that could be relevant to the organization.

a. All the organization’s activities, products,
services, and relationships, regardless of
whether the impacts occur within or outside the
organization, need to be considered.

b. For each identified relevant topic, the boundary,
within or outside the organization, needs to be
identified.

2. Undertake a dialogue with stakeholders to
identify any further issues that they consider to be
important.

Useful material for issue identification includes the
GRI disclosures”, the SASB Materiality Map’, the
Governance and Accountability What Matters?” report,
and sustainability reports of similar organizations.

Relevant sustainability reports that can serve as
examples can be found at:

72 The first graphic is taken from page 11 of https://www.
globalreporting.org/standards/media/1036/gri-101-foundation-2016.
pdf. The second graphic is coming from page 39 of http://www.
mas-business.com/docs/AA1000%20Materiality%20Report.pdf

73 https://www.globalreporting.org/standards

74  https://materiality.sasb.org/

75 Governance and Accountability Institute, Sustainability - What
Matters? (2014).

® |IRC's examples database’; and

® GRI's disclosure database’” and lists of GRI standards
reports’e.

When considering scope, it is important to consider
where the most significant impacts lie in the life cycle

of the product or service. There can be huge variation
here. For example, for some manufacturers, the supply
chain may be the locus of the largest impact (see Section
A - “Case study - Puma and the Natural Capital Protocol”,
on page 45). Whereas in the case of products such

as electronic goods or clothes, the most significant
impact may apply to energy use during their lifetime and
maintenance. See section B.2 “1.1.3. Materiality - Definition
and approaches”, on page 75 and “Table 16. lllustration

of where impacts can arise in the life cycle of a product or
service”, on page 76, for further discussion on this issue.

Prioritization

Most approaches suggest a prioritization matrix, but
there has been some divergence as to how the issues are
prioritized.

* All frameworks agree that one axis should plot the
impact/influence on stakeholders or other external
factors.

® There is significant divergence with regard to the
other axis. For example:

76 http://examples.integratedreporting.org/home
77 http://database.globalreporting.org/

78 www.globalreporting.org/reportregistration/verifiedreports
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Figure 6. Schematic materiality matrix

O GRI promotes that this should plot the
significance of social, environmental, and
economic impacts.

O AccountAbility proposes that this should
plot the scale of internal impact, financial
implications, and reputational risk.]

Examples of the two approaches are shown in “Figure 5.
Example of materiality matrices72”, on page 34.

The most common elements in the prioritizing of impacts
include:

1. Stakeholder engagement - further discussion with
stakeholders to understand their priorities in more
detail

2. Assessment of the significance of potential impacts,
which can be done by considering:

The likelihood of an impact
b. The severity of an impact

c. How critical the impact is for the long-term
performance of the organization

d. The opportunity for the organization to grow or
gain advantage from the impact

e. More specific issues, such as financial and
non-financial implications; impacts on the
strategies, policies, and processes of the
organization; and impacts on competitive
advantage/management excellence

79 Global Reporting Initiative, GRI 101 - Foundation 2016 (2016).

80 AccountAbility Institute, The Materiality Report: Aligning
Strategy, Performance and Reporting (2006).

3. Establishment of thresholds; the information can
now be plotted graphically, and then used to identify
which issues will be reported; a threshold for
reporting will need to be established (for example,
will only impacts that have a combined medium/
high significance be reported, or will medium/
medium issues be included?); this same analysis can
be used to identify the degree to which issues need
to be covered (those that are of greater significance
should be covered in more detail)

“Figure 6. Schematic materiality matrix”, on page 35,
outlines how issues can be plotted in relation to their
importance to stakeholders and the perceived impact
on the environment, society, and the economy. It also
indicates how much detail should be included when
reporting on an issue.

Validation and review

Once a comprehensive list of issues has been identified
and prioritized, the issues need to be checked to ensure
that:

® the report provides a reasonable and balanced
representation of the organization’s sustainability
performance, including both positive and negative
impacts; and

* the proposed content is sound and credible.

To do this, the proposed content should be reviewed and
approved by an internal or external expert and agreed at
the board level. As monitoring and reporting constitute
an iterative process, the materiality assessment should
be reviewed prior to the start of the process in the next
reporting cycle.
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Assessing an organization’s material impact

Section A - “2.1. Materiality”, on page 31, outlines

a suggested approach to undertaking a fully
comprehensive materiality assessment with formal
consultation throughout the process. Because

this describes an ideal process, which may be
beyond the resources of smaller organizations,
smaller organizations have the option of applying
a simplified process involving actions such as the
following:

1. Desktop research, including:

a. High-level literature review - using existing
sector guidance to identify likely key
reporting areas for the organization’s
sector

b. Review of the upstream and downstream
impacts of the company to identify any
issues which are outside the company’s
direct control and which should be made
known to the company

2. Informal discussions with key stakeholders,
employees, and customers to explore these
issues in more detail

3. Based on the information gathered, a
prioritization of the impacts in order to
identify those that are materially important

4. Finalization of the report content with a review
including input from an internal or external
expert

Over time, the company can increase the amount
of stakeholder engagement in the process and
refine the process of identifying materially
important issues.

2.2. CONTEXT

All sustainability reports should apply the “sustainability
context” principle. According to the GRI standards,

“the report shall present the reporting organization’s
performance in the wider context of sustainability”s'.
This means that a sustainability report should put

the organization's performance in the context of:

the limits and demands placed on environmental

and social resources at various levels (sector, local,
regional, and/or global); and the manner in which

an organization contributes, or aims to contribute in
the future, to the improvement or deterioration of
economic, environmental, and social conditions at the
local, regional, and/or global level. For example, this can
mean an organization should report its absolute water
consumption or pollution loading in relation to the
capacity of the regional ecosystem to provide fresh water
or absorb the pollutant.

An assessment of the application of the sustainability
context principle in Raising the Bar suggests that all
companies should be required to apply a context-based
approach to sustainability reporting, allocating their fair
share impacts on common capital resources within the
thresholds of their carrying capacities. To do this, much
more information on global sustainability boundaries
needs to be established.

81 Global Reporting Initiative, GRI 101 - Foundation (2016),
available at https://www.globalreporting.org/standards/gri-standards-
download-center/
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Box 1: Useful concepts, initiatives, and tools for applying the context-based principle

Planetary boundaries

The work done by the Stockholm Resilience Centre??
on establishing “planetary boundaries” is the most
scientific approach to this challenge. Nine planetary
boundaries within which humanity can continue to
develop and thrive for generations to come have been
identified and quantified. Crossing these boundaries
could generate abrupt or irreversible environmental
changes. Respecting the boundaries reduces the risks
posed to human society by crossing these thresholds.

Context-based metrics

The Centre for Sustainable Organisations (CSO), a
non-profit corporation created in 2004, conducts
research, development, and training for, and with,
companies around the world interested in improving
the sustainability performance of their operations.

The Centre is strongly committed to an approach for
corporate sustainability measurement, management,
and reporting that is context-based. This means that
it interprets sustainability performance in terms of
impacts on vital capital resources within a framework
of norms, standards, and thresholds for the
sustainability of impacts.

The CSO advocates for the context-based
sustainability (CBS) approach that takes social,
economic, and environmental thresholds in the world
explicitly into account. It is along these lines that the
Centre provides guidance regarding carbon emissions,
water use, waste, and social footprint.

World Wide Fund for Nature/World Wildlife Fund
(WWF) 3% Solution??

WWEF and CDP assessed the gap between the level of
emissions the American corporate sector is likely to
reach by 2020 and the level of emissions required to
avoid the increase threshold of 2°C.

The analysis found that, based on 2010 levels, the
American corporate sector needed to reduce total
annual greenhouse gas emissions in 2020 by 1.2
gigatonnes of CO2 emissions. This was equivalent to
annual reductions of approximately 3 per cent per
year across the American corporate sector - the 3%
solution. This analysis did not look at specific sectors,
only looked at the corporate sector as a whole, but

it led to the concept of science-based targets, which
does analyse emissions by sector.

Science Based Targets initiative

The Science-Based Targets initiative®* (SBTi) is an
approach being promoted to put carbon emissions
into context. The initiative takes a decarbonization
approach which aims to provide businesses with a
sector-specific and research-backed method to set
their emissions goals. SBTi showcases companies that
set science-based targets to highlight the advantages
and competitiveness generated by science-based
target setting. It also defines and promotes best
practice, offers guidance to reduce barriers to
adoption, and independently assesses and approves
companies’ targets.

The initiative provides a quick guide outlining how to
join the initiative.

Global Water Tool (GWT)

Whereas carbon emissions are a global challenge,
water use is mostly a local issue. The World Business
Council for Sustainable Development (WBCSD) Global
Water Tool (GWT)? aims to provide a company-wide
water risk assessment to determine the value at risk
and to identify business areas that are most at risk.
The tool allows site-specific analysis and includes an
Excel workbook, a mapping function to plot sites with
datasets, and a Google Earth interface.

82 http://www.stockholmresilience.org/research/planetary-boundaries.htm/
83 WWF and CDP, The 3% Solution - Driving Profits through Carbon Reduction (2013), available at https://www.worldwildlife.org/

projects/the-3-solution

84 http://sciencebasedtargets.org/

85 Available at http://www.wbcsd.org/Clusters/Water/Resources/Global-Water-Tool
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Users can map their locations and water-use data
against water, sanitation, population, and biodiversity
datasets and stress indicators on a country and
watershed basis (where possible).

Local Water Tool (LWT)

The Global Environmental Management Initiative
(GEMI) has developed the Local Water Tool™ (LWT)?,
which is a free tool that companies can use to evaluate
the external impacts, business risks, and opportunities
relating to water consumption and discharge, and
then develop management plans based on this
evaluation. The LWT is more comprehensive than

the GWT, the two tools are compatible, and the LWT
allows direct importing of GWT data. This allows a
more in-depth analysis of each site.

Triple bottom line

Approaches that aim to put the three pillars of
sustainability in context, often termed triple-bottom-
line accounting, include the Future-Fit Business
Benchmark (FFBB)?’, One Planet Living Goals and
Guidance®, and the Natural Capital Protocol®.

The FFBB is a standard that is being actively
developed. At its core are 23 break-even goals,

which together “mark the line in the sand that all
companies must strive to reach: the transition point
beyond which a business starts helping - rather than
hindering - society’s transition to future fitness”. These
23 goals are in four categories:

N

Fosters well-being

2. Respects nature

3. Optimizes resources
4

. Strengthens society

For each goal, detailed guidance is provided on how to

86
87
88
89

Available at http://gemi.org/localwatertool/about.htm/

measure performance and what the break-even value
is. This provides a comprehensive set of indicators
with an analysis of what constitutes a sustainable level
of performance.

One Planet Living is a framework of 10 principles that
can be applied to companies and organizations. It

is based on the concept of ecological footprint and
planetary boundaries, and uses this to provide a set
of goals and guidance documents, including a version
for companies. This is a non-proscriptive, easy-to-
understand framework that puts sustainability in
context and provides companies with a clear process
for developing, monitoring, and implementing their
own sustainability strategies.

The Natural Capital Protocol was developed by the
Natural Capital Coalition and formalizes an approach
pioneered by Puma. The Natural Capital Protocol aims
to support better decisions by taking into account how
companies interact with nature, or more specifically,
natural capital. Natural capital has, for the most part,
been excluded from decisions and when it has been
included, this inclusion has been largely inconsistent,
open to interpretation, or limited to moral arguments.
The protocol offers a standardized framework for
identifying, measuring, and valuing impacts and
dependencies on natural capital, putting a company's
demand on natural capital in a global context.

Future-Fit Business Benchmark, Methodology Guide (2017), available at http://futurefitbusiness.org/resources/downloads/
Bioregional, One Planet Living Goals and Guidance (2017), available at https://www.bioregional.com/resources#one-planet-living

Natural Capital Coalition, The Natural Capital Protocol (2016), available at www.naturalcapitalcoalition.org/protocol
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Case study — Marks & Spencer (M&S), Plan A%

Marks & Spencer (M&S) launched Plan A in
January 2007. The plan’s 100 commitments
include ambitious targets to make the company's
operations carbon-neutral and to send no waste
to landfill. The plan has been reported on annually
and was updated in 2010 and 2014; in 2017,

it was relaunched based on discussions with
stakeholders. Ten specific changes were identified
in the update, significantly, these included:

e Setting a science-based target to accelerate a
shift toward becoming a low-carbon business

® Being a leader in transparency

The 2007 Plan A included 29 targets to tackle
climate change and led M&S to reduce its absolute
operational carbon footprint by 70 per cent.
However, materiality assessments demonstrated

to M&S that its own carbon footprint is the smallest
part of its value chain carbon footprint, dwarfed by
that of its supply chain and of customer use of M&S
products. Therefore, M&S set a new (approved)
science-based target that also aims: to reduce
scope 1 and 2 emissions (emissions related to
direct fuel consumption and purchased electricity)
by 80 per cent by 2030 (compared to 2007 levels)
and by 95 per cent by 2035; and to reduce scope

3 emissions (emissions in the value chain) by 13.3
million tonnes of carbon dioxide equivalent by
2030.

M&S has published digital transparency maps
identifying all the factories that produce food,
clothing, home, and beauty products. Through Plan
A 2025, it intends to add information on the raw
material sources used.

M&S's commitment to Plan A and reporting on
progress has given the company a leadership
position in sustainability reporting. It has reinforced
this position by ensuring that its commitments are
context-based and rooted in science.

90 M&S, Plan A 2025, (2017).

Putting organizations’ performance into
context

Companies should be encouraged to develop and
report on targets that link to the local, regional, and
global contexts.

For carbon emissions, an approach akin to that

of the “3% solution” is a simple starting point.
Companies can select annual carbon reduction
targets in line with their countries’ own targets

or in line with the Paris Agreement, where their
countries’ targets are potentially insufficient. A
good starting point is Climate Action Tracker?',
which lists the carbon targets of some countries
and ranks them from “insufficient” to “role model".
For those countries not listed, a full list of intended
nationally determined contributions is available®2.
An alternative approach, requiring more in-depth
analysis, is to identify sector-specific targets
following the Science-Based Targets framework.

For local or regional issues such as water or air
pollution, reference to local benchmarks should be
made. The benchmarks and targets provided by the
Future-Fit Business programme and the One Planet
Living Goals and Guidance provide a good starting
point for other targets.

91 www.climateactiontracker.org

92 https://www4.unfccc.int/sites/submissions/indc/
Submission%20Pages/submissions.aspx

2.3. ASSURANCE

Increasingly, companies are turning to third-party
assurance to demonstrate the quality of the information
they disclose. Benefits of assurance include increased
recognition, trust and credibility, higher data quality and
reliability, strengthened internal reporting processes and
management systems, and improved CEO, board and
broader stakeholder engagement®3.

93 Global Reporting Initiative, The External Assurance of
Sustainability Reporting (2013), available at
https://www.globalreporting.org/resourcelibrary/ GRI-Assurance.pdf
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KPMG's 2017 review of sustainability reports®

showed that while 67 per cent of the world's largest

250 companies have their sustainability reports
independently assured (up from 63 per centin 2015 and
30 per cent in 2005), this number falls to 45 per cent for a
sample of the largest 4,900 companies globally (up from
42 per cent in 2015 and 33 per cent in 2005).

There also remains variation in what the assurance
covers. In the 2015 Survey of Corporate Responsibility
Reporting®, KPMG found that of 1,359 of the world's
largest companies, 50 per cent had the complete
sustainability report assured and 34 per cent only had
specific indicators assured. The remainder had specific
chapters of the report or indicators assured.

The United Nations Environment Programme reviewed
the GRI database and found that in 2013, 31 per cent of
reports published by SMEs had some form of assurance
and that the majority of these assured reports were
European, although there were examples from Argentina,
Brazil, Peru, and South Africa. The area of GHG emissions
was one of the most common in which assurance was
used.

Unfortunately, there is no agreed standard for assurance.
The IIRC published a review in 2015% which stated that,
since integrated reporting was an evolving endeavour,
assurance of integrated reports would need to evolve
with it. For its part, GRI does not define what assurance
should cover, but it does provide some guidance:

® The assurer should be independent and
demonstrably competent in both the subject matter
and assurance practices.

® Quality-control procedures need to be applied.

® The review should be undertaken in a systematic,
documented, and evidence-based manner to
assess whether the report provides a balanced
presentation of performance, considering the
veracity of data and overall selection of content.

® The assurer should issue a written report that is
publicly available and includes a set of conclusions
and a summary of the work performed.

94 KPMG, The Road Ahead - The KPMG Survey of Corporate
Responsibility Reporting (2017).

95 KPMG, Currents of Change: The KPMG Survey of Corporate
Responsibility Reporting (2015).

96 International Integrated Reporting Council, Assurance on <IR>:
Overview of Feedback and Call to Action (July 2015).

The GRI does not recommend a particular assurance
standard, but identifies two separate international
standards that are most often referred to and can be
followed for sustainability assurance®”: the International
Standard on Assurance Engagements (ISAE) 3000 and
AccountAbility 1000 Assurance Standard (AA1000AS)%.
The former was developed for audits of financial
information, but an update in 2013 specifically mentions
that it can be used to assure reports on sustainability
performance®. The AAT000AS provides guidance for
external assurance of the implementation of the AAT000
Principles Standard - AAT000APS (a set of principles
which can be used to guide a company’s approach

to sustainability). While the AATO00AS guidance is

more specific to sustainability, it is also specific to the
AATO00APS.

Raising the Bar outlines the benefits and drawbacks of
each and provides elements that should be included in
an assurance report. The guidance includes:

® |dentification of which assurance standards have
been used (e.g., ISAE 3000 or AA1000AS)

® Scope of assurance
® Disclosures covered
® Assurance criteria

® Methodology (including additional standards and
guidance used) and any limitations

® Level of assurance provided
® Findings/opinion and conclusions
® QObservations and/or recommendations

® Notes on competencies and independence of the
assurance provider

® Name of the assurance provider

® Date and place

While assurance generally is understood to refer to
third-party assurance it also covers internal assurance
processes. Whether a report on sustainability
performance is reviewed by a third party or not, it should
include a description of the internal quality-control
procedures that have been undertaken to produce the
report and check its veracity and quality.

97 Global Reporting Initiative, The External Assurance of
Sustainability Reporting (2013).

98 AccountAbility, AAT000 Assurance Standard (2008), available at
http://www.accountability.org/standards/

99 ISAE 3000 (Revised), Assurance Engagements Other than Audits
or Reviews of Historical Financial Information
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Demonstrating the quality of disclosed
information

Companies should be encouraged to undergo
third-party assurance, and as a minimum, this
should cover the following:

* The data and the reliability of any resulting claims
made by the company and relating to the key
indicators (further information on indicators is
provided in section A - “3. Key topics and indicators
in sustainability reporting”, on page 43)

* How well the organizations apply sustainability
principles, including stakeholder engagement,
materiality, and the appropriateness of any targets
(context)

Companies should also provide a detailed
description of their internal quality-control
procedures.

Promoting consistent reporting

To effectively promote consistent reporting,
policies or guidance can provide (and even
enforce) minimum standards for what constitutes
a sustainability report. The policy or guidance can
provide a range of potential indicators, highlighting
those that are obligatory and specifying the degree
to which the information should be broken down.

2.4. INCONSISTENT REPORTING

The growth of reporting frameworks can be an asset to
the reporting agenda, since organizations can identify
the approach that is most suitable for them. On the
other hand, this growth creates confusion and opens up
the possibility of companies identifying the approach or
indicator that shows them in the best light. There are
several interrelated issues:

1. Checklist compliance can lead to organizations
reactively reporting historical information, rather
than identifying their material topics and defining
these key issues effectively.

2. Despite the checklist approach, many of the leading
reporting frameworks and guidelines leave room
for interpretation in their reporting requirements,
which results in inconsistent reporting even among
companies using the same framework or guidelines.
Additionally, some companies may only report
headline figures (total emissions), while others
provide a detailed breakdown.

3. On top of this, the number of different reporting
frameworks means that there can be an
inconsistency in the use of indicators.

Although there is a range of detailed guidance on
sustainability reporting available, harmonization is still
required.

42 United Nations Environment Programme



3. KEY TOPICS AND INDICATORS IN SUSTAINABILITY

REPORTING

Sustainability reporting is a rapidly evolving discipline,
and there is a growing understanding of how and what to
measure in order to demonstrate holistic sustainability
benefits. As sustainability reporting is trying to assess the
complete performance of a company, this necessitates a
broad spectrum of analysis and monitoring.

The organizations discussed in section A — “1.4. Current
context”, on page 18, provide different levels and styles
of guidance regarding what should be included in a
sustainability report:

® The OECD guidelines'® cover the topics to include
in a report and provide general guidance on the
approach to take, but without specific requirements
or indicators.

® The United Nations Global Compact provides
10 high-level principles without specific
requirements’’.

® The Global Reporting Initiative has a comprehensive
list of specific topics that can be reported on, as well
as general disclosures'®,

® The International Integrated Reporting Council
outlines the general content of an integrated
report without giving specific topics that need to be
reported on'%,

® The Sustainability Accounting Standards Board
provides high-level categories that specific sectors
should report on'®,

® The AccountAbility Institute guidelines provide
reporting principles and not specific topics to report
On105.

As the discipline has grown, there has been an increase in

the number of indicators being measured and reported
on, which has made difficult a consensus over exactly
what to measure and how to report and harmonize this.

100 Organisation for Economic Co-operation and Development,
OECD Guidelines for Multinational Enterprises (2011).

101  https://www.unglobalcompact.org/what-is-gc/mission/principles
102 https://www.globalreporting.org/standards

103 International Integrated Reporting Council, The International
IR Framework (2013).

104 Sustainability Accounting Standards Board, Disclosure Topic
Tables (2017).

105 The AccountAbility Institute, AccountAbility Principles Standard
2008.

While there is variation between the specific reporting
requirements of each approach, broad agreement can be
found. In that sense, the aim of this section is to outline
the current approaches on corporate sustainability
reporting in key areas and the degree of consensus.

3.1. FREQUENTLY REPORTED ENVIRONMENTAL
TOPICS

“Table 5. Most frequently reported environmental topics

as identified in Raising the Bar”, on page 43, below,
summarizes the most commonly reported environmental
topics as identified by Raising the Bar.

The GHG Protocol Corporate Accounting and Reporting
Standard'® (the “GHG Protocol”) offers a detailed
structure for measuring and reporting greenhouse

gas emissions. This approach is referenced by most
reporting systems (such as GRI) and most companies
report on GHG emissions.

Greenhouse gas
(GHG) emissions

Energy use is widely reported separately from GHG
emissions, but there is some wide variation in how
itis reported: total energy use, relative energy use

(energy/unit of area), energy intensity (energy/unit
of production), quantity of energy from renewable

resources, efc.

Energy use

Most companies will report total water use. Some will
also include information on water intensity (use/unit
of production), water recycled (percentage), and water
quality, but few provide any context on local water
availability.

Water use

There is considerably less consensus as to reporting
waste and materials. Reporting can include coverage
of: origins of materials used for production; reduction
in waste (absolute or relative), including reduction of
hazardous waste; total quantities of waste by major
category (metal, organic, plastic, hazardous, etc.)
recycled, incinerated, or sent to landfill.

Waste and materials

Reporting on hazardous waste should cover use
of chemicals such as pesticides, volatile organic
compounds, and ozone-depleting substances.

Table 5. Most frequently reported environmental topics as identified in Raising the
Bar

106 http://www.ghgprotocol.org/
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A review of what issues are normally covered by different
sectors has identified that biodiversity (sometimes
referred to as ecology) is another key issue that is
frequently reported on by some sectors (see “Table 6.
Biodiversity indicators frequently reported on”, on page

44).

Issues that are frequently reported on include:

® (Qperational sites in or adjacent to protected areas and
areas of high biodiversity value outside protected areas

®  Significant impacts of activities on biodiversity
Biodiversity ® Habitats protected or restored

International Union for Conservation of Nature (IUCN)
Red List species and national conservation list species with
habitats in areas affected by operations

Table 6. Biodiversity indicators frequently reported on

3.2. FREQUENTLY REPORTED SOCIAL AND
INSTITUTIONAL TOPICS

Although reporting on social issues has a longer history
than many environmental issues, social indicators are
frequently more likely to be qualitative than quantitative,
making consensus over reporting complicated. Table 7
summarizes the key areas identified by UNCTAD.

There are a range of ways that this can be measured, including

Gender  determination of the percentage of women employed, the
equality  percentage of women in management, and remuneration and
benefits by gender.
This refers to the commitment made by the company to offer
Investment  employees personal and professional training opportunities, as
inhuman  well as the benefits that enable employees to flourish. It can be
capital  measured in terms of training hours or budget and a breakdown
of benefits.
This can refer to the rates of injury, accident, or exposure to
Healthand .~~~ . 4
disease; training in health and safety; or the establishment of
safety 4
committees to oversee health and safety.
Collective  This refers to the ability of employees (and of key suppliers) to
agreement join unions or other organizations to allow collective bargaining.
Itis recommended that companies disclose information about
Governance : - . ‘
. their boards, including details on the number of meetings,
disclosures . .
gender ratio, and compensation.
Donations Companies make significant contributions to governments,
and and itis important that these be transparent. Charitable and
community donations and contributions to local NGOs and social
payments
programmes should be reported.
Corruption is a significant obstacle to economic development.
Anti- Companies should reveal any corruption-related fines or
corruption  convictions that they have, or indicate what measures they have

in place to help prevent corruption.

Table 7. Social and institutional indicators frequently reported on, as identified by
UNCTAD™®

3.3. EVOLVING AREAS OF SUSTAINABILITY
REPORTING

While there are some well-defined protocols for some key
areas of sustainability reporting, others are still evolving.
Recent initiatives and evolving areas are outlined in

Table 8.

Much work has been done on putting an economic
value on the services nature provides, or “ecosystem
services valuation”. This has led to the concept of

aBr:?jdel\gI:g/ “environmenta}l prloﬂt aﬁd Ioss accounts”. Recently, a
o range of organizations, including WBCSD, the World
, Resources Institute (WRI), WWF, IUCN and PwC,
valuation
have come together to create a standard procedure
for valuing the services the environment provides for
companies. Itis called the Natural Capital Protocol'®,
The concept of the circular economy has become
popular in recent years. A circular economy can be
defined as “a regenerative system in which emissions
and resource input and waste are minimised by closing
Materials material and energy loops. This can be achieved
— drcularity through long-lasting design, repair, and recycling”.
indicator Although currently there is limited knowledge in respect

of measuring how effectively materials are being reused
and recycled within a system, the Ellen MacArthur
Foundation has developed a “circularity indicator'®”,
which can help define this.

There is increasing awareness of the impact of
chemicals on the environment and human health.
Novel entities are identified as constituting one of the
nine planetary boundaries; they are defined as “new
substances and modified life-forms that have the
potential for unwanted geophysical and/or biological
effects” and include both chemicals and nanoparticles.
Several chemicals themselves are regulated by
international conventions, such as the Stockholm,
Rotterdam, Minamata and Basel conventions, and
recently, the Dow Jones Sustainability Indices have put
greater emphasis on chemicals management™.

Chemicals (and
other novel
entities)

Table 8. Evolving areas of sustainability reporting

107 United Nations Conference on Trade and Development, Core
indicators for company reporting on the contribution towards the
attainment of the Sustainable Development Goals (2017).

108 http://naturalcapitalcoalition.org/protocol/

109 https://www.ellenmacarthurfoundation.org/resources/apply/
circularity-indicators

110 https://chemsec.org/why-the-stock-markets-increased-attention-
on-toxic-chemicals-is-a-big-thing/
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Case study — Puma and the Natural Capital Protocol

In 2011, sports and lifestyle company Puma released
its Environmental Profit and Loss Account™' The analysis
behind this report aimed to put a monetary value on
the environmental impacts along the company’s entire
supply chain. The analysis covered manufacturing,
processing, and the raw materials production for all
Puma’s goods. This identified the total environmental
cost of the supply chain to be 145 million euros - with
the impact split quite equally between greenhouse
gas emissions, water use, and land use (graph A). The
analysis also revealed that Puma’s operations only
accounted for 6 per cent of the impact; the company’s

111

Graph A - Contribution of different environmental impacts to
Puma's total environmental impact

3.4. ROLE OF MONITORING — INDICATORS

Sound, achievable, and available indicators for
measuring progress are fundamental to the effective
implementation and attainment of global sustainability
goals. Indicators are important because having the
responsible individuals report against them drives action
to maintain progress in the implementation of the goals
in every reporting period.

Indicators, to be effective, need to meet certain criteria.
UNCTAD has identified quality criteria and guiding
principles to be taken into account in selecting indicators:

direct suppliers (tier 1 in graph B) accounted for
a further 13 per cent, but material production
accounted for 57 per cent.

This was a first attempt to put a monetary value on
the supply chain. Puma’s parent company Kering
then developed this into a standardized methodology
that has been used to measure the environmental
profit and loss in the supply chain in 2013 and 2016.
This approach contributed to the development of

the Natural Capital Protocol and the Natural Capital
Coalition, which had over 250 members in April 2018.

Puma, PUMA's Environmental Profit and Loss Account for the Year Ended 31 December 2010 (2011).

Graph B - Contribution of different areas of the supply chain to
Puma’s total environmental impact; tier 2 suppliers supply Puma'’s
direct suppliers and are supplied by tier 3 suppliers

1. Universality: the indicators should apply to all
enterprises, regardless of sector, size or location, to
maximize the comparability of reported information.

2. Incremental approach: indicators should first
address issues over which an enterprise has control
and for which it already gathers, or has access to,
relevant information.

3. Consistency: the selected indicators should be able
to be recognized, measured, and presented in a
consistent way to enable comparison over time and
across entities.

4. Performance rather than process orientation: the
indicators should show whether desired outcomes
are achieved rather than whether policies,
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regulations, and processes are put in place.

5. National reporting and positive corporate
contributions to development: indicators should
help to analyse positive corporate contributions to
the economic and social development of the country
in which a company operates.

6. Relevance and materiality: indicators should
measure information that meets the needs of
decision-makers, helping them to evaluate past,
present, and/or future events, or confirming or
correcting their past evaluations.

7. Understandability: the information on corporate
responsibility must be understandable to the reader
and in keeping with the knowledge and experience
of users.

8. Reliability and verifiability: indicators should give
a true, complete, and balanced view of the actual
situation; a selected indicator should allow for
internal or external verification.

One key additional point to highlight is the difference
between relative and absolute indicators:

® Absolute indicators are those that measure total
numbers: total greenhouse gas emissions, total
training hours, or total health and safety incidents.

® Relative indicators measure performance per unit of
production (as defined by the organization). This can
be training hours per employee, water consumption
per bed-night, or greenhouse gas emissions per unit
of production, for example.

Both approaches have value and are important, but they
must be used correctly. Absolute indicators should be
used for target-setting where there is an absolute limit
regarding the topic that is being reported. Pollution,
water consumption, and greenhouse gas emissions are
good examples of this. Ultimately, it does not matter how
little energy or water an organization is using per square
metre; if the amount is more than the local or global
environment can sustain, then it is too much.

Relative indicators are useful for allowing comparison
between comparable operations and tracking an
organization’s own performance over time. Again, water
is a good example. Being able to compare litres per
guest-night at different hotels is useful, but the context
needs to be comparable; if one hotel is in a water-rich
area, it should not be compared to one in a desert.
Relative indicators can also be used for target-setting.

3.5. REVIEW OF EXISTING PROTOCOLS FOR
SOCIAL AND ENVIRONMENTAL INDICATORS

As noted in section A - “1.4. Current context”, on page

18, there are different frameworks driving corporate
sustainability reporting, many of which follow different
protocols and standards. Key existing indicator protocols
and standards are outlined in this section.

The Greenhouse Gas (GHG) Protocol is the most
commonly referred standard for GHG emissions
reporting. It forms the basis for guidance on GHG
emissions reporting within other widely used frameworks
for reporting on the issue, including the GRI and the
Carbon Disclosure Project (CDP).

Developed by the World Resources Institute (WRI) and
the World Business Council for Sustainable Development
(WBCSD), the GHG Protocol is the most commonly
referenced standard for GHG accounting and provides
the accounting framework for most GHG standards and
programmes in the world.

The standard has three “scopes” for GHG emissions,
covering the major greenhouse gases, including methane,
nitrous oxide, and chlorofluorocarbons (CFCs):

® Scope 1 - direct GHG emissions: covers all direct
GHG emissions produced by an organization;
includes fuel combustion (such as for heating),
company vehicles, and fugitive emissions (e.g.,
refrigerant gases)

® Scope 2 - electricity indirect GHG emissions: covers
indirect GHG emissions from consumption of
purchased electricity, heat or steam

® Scope 3 - other indirect GHG emissions: includes the
extraction and production of purchased materials
and fuels, transport-related activities in vehicles
not owned or controlled by the reporting entity,
electricity-related activities (e.g., transmission and
distribution) not covered in scope 2, outsourced
activities, and waste disposal

ISO 14064, which covers the definition of a carbon
footprint for a company, specifies principles and
requirements at the organization or project level for
quantification and reporting of GHG emissions and
removals. It includes requirements for the design,
development, management, reporting, and verification of
an organization’s GHG inventory.
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Water consumption is relatively easy to measure; the
challenge mostly concerns putting it in context. There are
several initiatives for this purpose.

The United Nations Global Compact CEO Water Mandate
is designed to assist companies in the development,
implementation, and disclosure of water sustainability
policies and practices. The Mandate contains the
Corporate Water Disclosure Guidelines, which include
three key pillars:

1. Company water profile - the company's relationship
with water resources

2. Defining report content - materiality assessment

3. Detailed disclosure - should cover current state,
implications, and response

Additionally, the CDP Water Questionnaire is a tool
aimed at investors and builds on survey-based reports
on companies’ water management. The first version of
the CDP water reporting requirements was released in
December 2013.

Other tools, such as the Global Water Tool, the Global
Environmental Management Initiative Local Water Tool
and the CSO watershed approach, have been introduced
in section A - “2.2. Context”, on page 37.

In addition to taking some important cues from these
initiatives, companies should, as a minimum, consider the
following when reporting on water:

1. Total water and recycling:

a. Water withdrawal and usage in the company'’s
operations, ideally broken down by location

b. Information on volume and quality regarding
water that is discharged or recycled and reused

2. Information on the water intensity or efficiency of
the company's operations or products

3. Mapping of the company’s impact on water sources,
with a key focus on impact on water-scarce regions

4. Measures undertaken to reduce the company's
impact on water sources and to increase water
efficiency in its operations

As waste and materials are physical entities, it may
appear easier to measure them than it is to measure
greenhouse gas emissions. However, there is no

agreed protocol for companies to follow. Waste poses a
challenge in that, frequently, the corresponding resource
is not in short supply, and the manufacture or disposal
of the resource may be responsible for the material's
impact. To understand the impact of a material, it is
necessary to do a full lifecycle assessment, whereby

the impact of extracting, manufacturing, recycling, and
ultimately disposing of a material is calculated. This is a
challenging academic process; it is also location-specific,
as it depends on local recycling rates and the carbon
electricity of the grid.

There are a number of frameworks or philosophies that
aim to promote more efficient material use. The concept
of “cradle-to-cradle” design was developed in 2002 and
has continued to evolve. While the concept of the circular
economy has been around for longer, it has only recently
come back to prominence.

Even with these initiatives there are no recognized
metrics for measuring how effectively companies are
utilizing resources. As noted in section A - “3.3. Evolving
areas of sustainability reporting”, on page 44, the

Ellen MacArthur Foundation is working on developing

a circularity indicator and released a methodology

in 20152 to assess how well a product or company
performs in the context of a circular economy. The
Material Circularity Indicator measures how restorative
the material flows of a product or company are. While
this indicator can give detailed insight into how efficiently
resources are being used, it is unlikely to be widely taken
up in the short term.

Social indicators tend to be less quantitative than
environmental indicators; therefore, while there are
many existing initiatives and datasets relating to

key social indicators, there are few agreed indicator
frameworks akin to the Greenhouse Gas Protocol.
Existing sources of information for relevant datasets
include:

® United Nations Global Compact Poverty Footprint'?
- contains a comprehensive list of indicators that
can be used to understand corporate impacts on
poverty

112  https://www.ellenmacarthurfoundation.org/programmes/insight/
circularity-indicators

113  https://www.unglobalcompact.org/library/3131
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® World Bank World Development Indicators'* -
include 800 indicators in 150 countries; however, the
corresponding data are national-level rather than
corporate

® Lejbniz Institute for the Social Sciences - European
System of Social Indicators'> - includes over 650
proposed indicators at the national level

® OECD - Society at a Glance'® - reviews performance
against social indicators globally

The United Nations Conference on Trade and
Development drew on these resources and on its
previous research to propose the social indicators
outlined in the report Core indicators for company
reporting on the contribution towards the attainment of
the Sustainable Development Goal” .

3.6. CORE ENVIRONMENTAL, SOCIAL, AND
INSTITUTIONAL INDICATORS FOR REPORTING
AND THEIR RELEVANCE TO THE SUSTAINABLE
DEVELOPMENT GOALS

As discussed at the beginning of section A - “3. Key topics
and indicators in sustainability reporting”, on page 43,

each reporting initiative takes a different approach
regarding suggested content, reporting guidance, and
the requirement for the disclosure of specific topics. This
section focuses on the specific environmental, social, and
institutional indicators proposed in the research review
undertaken by UNCTAD118, and presents an association
with other methods of measurement based on existing
reporting practices and their relevance to the Sustainable
Development Goals’ monitoring framework.

“Table 9. Most frequently used environmental indicators and
guidance for key issues”, on page 49, presents the most
frequently used environmental indicators and guidance
for key issues and “Table 10. Frequently reported social
indicators120”, on page 51119 the most frequently used
social and institutional indicators and guidance for key
issues.

114 http://wdi.worldbank.org/tables

115 https://www.gesis.org/en/services/data-analysis/social-indicators/
european-system-of-social-indicators

116 https://www.oecd.org/social/society-at-a-glance-19991290.htm

117 United Nations Conference on Trade and Development, Core
indicators for company reporting on the contribution towards the
attainment of the Sustainable Development Goals (2017).

118 Ibid.
119  Ibid.
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Category

Sustainable
water

Waste
Management

Greenhouse
Gas emissions

Chemicals

Energy
consumption

Biodiversity

Indicator Data measured UNCTAD GRI SDG  Guidance
Water recycling Total volume of water recycled and reused as percentage of total water withdrawal: ~ B.1.1 3033 631  CDPWater questionnaire, UNEP -
+ total water use (m3) Raising the Bar
+ total water recycled (m3) and reused (m3)
Water use efficiency Change in water consumption per net value added in reporting period: B.1.2 3031 641  CDPWater questionnaire,
+ total water (m3)/economic activity (turnover, profit) UNEP - Raising the Bar
Water stress Water withdrawn with a breakdown by sources as proportion of available freshwater  B.1.3 3031 64.2  (DPWater questionnaire,; UNEP -
resources Raising the Bar
Integrated water resource  Degree of integrated water resources management implementation B.1.4 103 6.5.1  UN Global Compact's CEQ Water
use management Mandate,
UNEP - Raising the Bar
Reduction of waste Change in waste generated per net value added: B.2.1 3062 125  Example of existing guidance in the
generation + total waste (kg) food sector: Food Loss and Waste
+ disposal method by category Protocol
+ total waste (kg)/unit of production
Waste recycling Percentage of recycled input materials used to manufacture organization's primary ~ B.2.2 301-1 1251  UNEP-Raising the Bar
products and services 301-2
Hazardous waste Total weight of hazardous waste and proportion of hazardous waste treated B.23 3062 12.4.2  Basel Convention
Greenhouse gas Greenhouse gas emissions (scope 1) per unit of (net) value added B3.1 3051 9.4.1  UNEP-Raising the Bar, GHG
emissions (scope 1) Protocol, CDP guidance on
corporate accounting and reporting
for GHG emissions
Greenhouse Gas Greenhouse gas emissions (scope 2) per unit of (net) value added B.3.2 3052 94.1  UNEP-Raising the Bar, GHG
emissions (scope 2) Protocol, CDP guidance on
corporate accounting and reporting
for GHG emissions
Chemicals including Dependency on ozone-depleting substances per net value added B.41 3056 12.4.2  Montreal Protocol, UNEP - Raising
pesticides and ozone- 3057 the Bar
depleting substances
Renewable energy Renewable energy consumption as percentage of final energy consumption: B.5.1 3021 721 (DPguidance on renewable energy
+ total energy use, joules, kWh reporting, UNEP - Raising the Bar
+ percentage that is from renewable sources
Energy efficiency Energy consumption per net value added: B.5.2 3023 721 UNEP-Raising the Bar
+ total energy use/unit of economic activity
Operational sites in areas  For any operational sites owned, leased, managed in, or adjacent to protected areas  _ 3041 6.6,  Convention on Biological Diversity
of high biodiversity and areas of high biodiversity value outside protected areas, at least the following ]g% guidance
should be provided: geographic location and location relative to high biodiversity 15:5
area; type of operation (office, manufacturing, or extractive) and size; biodiversity
value of the area
Significant impacts of Nature of significant direct and indirect impacts on biodiversity (e.g., construction, 3042 6.6,  Convention on Biological Diversity
activities, products, and pollution; invasive species, pests, and pathogens; reduction of species; habitat E% guidance
services on biodiversity conversion; changes in ecological processes outside the natural range of variation 15:5'
[e.g., changes in groundwater level]) Significant direct and indirect positive and
negative impacts including: species affected; extent of areas affected; duration of
impacts; reversibility of the impact
Habitats protected or » Size, location, and status of all habitat areas protected or restored; indication of 3043 6.6,  Convention on Biological Diversity
- any external accreditation of success reported 14.2 guidance
+ Approach - partnership or delivered by the organization E;
+ Standards, methodologies, and assumptions applied '
[UCN Red List species Total number of IUCN Red List species and national conservation list species with 304-4 6.6,  Convention on Biological Diversity
habitats in areas affected by the operations of the organization, by level of extinction E? guidance
risk (critically endangered to least concern) 155

Table 9. Most frequently used environmental indicators and guidance for key issues
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Category Indicator Data measured UNCTAD  GRI SDG Additional Guidance™
Gender Proportion The number of women in managerial positions divided by the total number of employees ~ C.1.1 4051 552
i of women in
equally managerial positions
Expenditure on research and development covering: 2.1 9.5.1 IAS 38,
*Dasic research (research on the fundamental aspects of phenomena without a specific Global Innovation Index
_ application)
Research and E:E:arlc:#u;r:don + applied research (study aimed at determining how a specific need can be met)
development development +development (application of knowledge to produce an output)
« Expenditures should be compiled if they relate to an in-process research or
development project; they should be recognized as an intangible asset (International
Accounting Standard (IAS) 38, Intangible Assets)
Hours of employee  Average number of hours of training per employee per year per category as total hoursof ~ C.3.1 4041 431 International Standard
training by category  training per year per category divided by total employees per category (lassification of Occupations
Expenditure on Direct and indirect costs of training, including those associated with trainers’ fees, training (3.2 4042 431 IAS 18
employee training ~ facilities, training equipment, and related travel costs. The following data should be
Human capital ~ broken down by presented with breakdown by employment category:
employee category ~ * head count or full-time equivalent
« employment expenditure
Employee wages and  Employee wages and benefits with breakdown by employment type and gender calculated €33 2011 851 IAS 19
benefits as total costs of employee workforce L
Expenditure on Total cost of employee health and safety by adding the figures obtained from costs of C41 4031 338 International Labour
employee health occupational safety and health-related insurance programmes, enterprise’s cost of health 403-2 Organization (ILO) -
care activities financed directly by the enterprise, and enterprise’s cost incurred throu i ccupational Safety an
and safety ivities financed directly by th prise, and enterprise’s cost i d through 403-3 Occupational Safety and
working environment issues related to occupational safety and health 403-4 Health Recommendation
(R164)
Employee
health and Frequency rates/ Work days lost due to occupational accidents, injuries and illness that can reflect the (42 4032 881 UN Global Compact and
Safety incident rates of degree to which the enterprise contributes to creating a healthy, safe and productive work Oxfam - Poverty Footprint
occupational injuries NS Tool
« frequency rates (new injury cases divided by the total number of hours worked by
workers)
* incident rates (number of new cases divided by average number of workers)
Collective Employees covered = Number of employees covered by collective agreements to total employees C5.1 102-41 87 ILO MNE Declaration
agreements by collective (percentage) 4081 882
409-1
agreements
Board meetings Number of board meetings during reporting period and attendance rates D.1.1 = 16.6 UNCTAD - Corporate
Governance Disclosure
(CGD)m
Female hoard Number and proportion of women board members to total board members D.1.2 405-1 552 UNCTAD - CGD
Corporate members
governance I
_ Board members - Calculated as the number of positions in board held by members of the target group D.13 = 16.7.1  UNCTAD - CGD
disclosures age range divided by the total number of such positions
Audit committee Number of meetings of audit committee and attendance rate D.1.4 = 16.6 UNCTAD - CGD
Board compensation  Total compensation and compensation per board member and executive, expressed in D.1.5 102-38  16.6 IAS 24

monetary terms

120 For all categories, the GRI guidance can be followed.

121 United Nations Conference on Trade and Development, Guidance on Good Practices in Corporate Governance Disclosure (2006),
available at http://unctad.org/en/Docsl/iteteb20063_en.pdf

122 Adapted from United Nations Conference on Trade and Development, Core indicators for company reporting on the contribution
towards the attainment of the Sustainable Development Goals (2017).
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Category Indicator Data measured UNCTAD  GRI SDG Additional Guidance

Expenditures on Actual expenditures on charitable donations and investments of funds in broader D.21 413-1 17.17.1
Donations i ; : - - )
charitable donations ~ community where target beneficiaries are external to company, itemized on accrual basis
Anti- Value of fines paid or  Total monetary value of corruption-related fines imposed by national regulators and courts;  D.3.1 205-1 16.5.2
corruption payable for convictions  this indicator also requires the presentation of the total number of convictions relevant to 205-2
. . . 2053
practices the reporting entity 2151
Supply chain~ Screening Supply chain screening - 308172 127
414-1/2
Society Local community Potential negative impact on the local community - 202-2 11.6
413-1/2
Wider society impact ~ Wider society impact (fines, complaints) - 206-1 16.5
419-1 8.8
Products assessed Products assessed for improvements in health and safety - 416-1 39
Produd Customer healthand ~ Non-compliance - 416-2 39
responsibility
safety
Labelling Incidents of mis-selling - 17172 16.10
Fines Fines arising from product responsibility - 4173 16.5

Table 10. Frequently reported social indicators'®

Monitoring performance and progress

While it is important for companies to monitor data
to be able to monitor performance and progress,
companies need to outline:

* What they are aiming to achieve, and how
this is linked to the local and global context
(see section A - “2. Key areas for improving the
quality of corporate sustainability reporting”, on
page 31) - their sustainability targets and
commitments

® How they are aiming to achieve these targets
- their sustainability strategy and policy

® The existence and content of other relevant
policies including:
o Community investment strategy and
policy
o Corporate social responsibility strategy
and policy
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“The first section of this publication —"Section A”, on page 12 — is aimed

at individuals who are new to the concept of sustainability reporting. It
provides a non-technical introduction to the topic with a comprehensive list
of references for those who require more in-depth details.

The first chapter of this section introduces a basic definition of corporate
sustainability reporting; it presents the set of drivers for companies to
produce sustainability reports; it touches on the main benefits and status
quo of sustainability reporting, while making the link with the global
sustainability agenda and the Sustainable Development Goals; and it
provides an overview of the key existing frameworks and initiatives on the
subject.

In addition, the second and third chapters of section A focus on the key
areas for improving the quality of sustainability reports; they discuss

the most frequently reported social and environmental topics; and

they provide information on the role of monitoring and performance
indicators.”, on page 54, this material was designed as an attempt to putin
one place vast and key sources and tools useful for corporate sustainability
reporting, and to provide information on how the subject matter links to
concepts and issues that are relevant for policymakers and other relevant
stakeholders working towards sustainable development.

In this respect, this section of the publication presents more specific
direction on a number of the key elements of corporate sustainability
reporting and provides readers with action-oriented guidance to apply the
research to their work.

Information in section B has been grouped and organized in four
sub-sections (section B.1, section B.2, section B.3 and section B.4) in order
to provide a structured and targeted direction to readers. “Section B.1”,

on page 55, provides useful information in respect to policies and other
mechanisms that can contribute to increase the quantity and quality of
corporate sustainability reporting; “Section B.2”, on page 73, discusses
different approaches to maximizing the impact of sustainability reporting,
specifically materiality assessments and sector guidance; “Section B.3”, on
page 83, presents approaches for effectively managing sustainability

data; and “Section B.4", on page 93, offers a set of different strategies and
tools for disseminating and communicating the information contained in
sustainability reports.

Each of the aforementioned subsections provides detailed background
information to the topic, examples of how the topic has been addressed
(publications, case studies, methodologies, tools, platforms, etc.) and a
summary guidance on how to get started in addressing the specific theme.



SECTION B.1

Policy Review

This section provides specific guidance to policymakers and other interested stakeholders on approaches and
options to strengthen the policy framework to enhance sustainability reporting practices. Information contained
in this section builds on the experience of pioneering governments in reviewing their policy frameworks and
creating an enabling regulatory environment for sustainability reporting through both new regulation and
improving existing policy. The section covers the following:

1.

A high-level overview of current methodologies, national policies, sector guidelines and tools for policy
analysis and development.

Case studies and experiences.

An overview outlining key first steps to developing policies that encourage effective sustainability reporting.

Three main sources of information have been identified in this area:

121
122
123

The Carrots and Sticks'?' suite of documents and database. The dedicated site and associated reports
provide a comprehensive overview of sustainability reporting instruments worldwide, where ‘reporting
instruments’ include any instrument, mandatory or voluntary, that requires or encourages organizations to
report on their sustainability performance.

The Reporting Exchange platform released by the World Business Council for Sustainable Development'?
which includes reporting on specific information found on the Carrots and Sticks platform but also includes
information on wider sustainability policies (for example building standards, pollution control policies and
permitting requirements) and a country summary of the policy framework.

The United Nations Environment Programme’s publication ‘Evaluating National Policies on Corporate
Sustainability Reporting# (henceforth referred to as ‘Evaluating National Policies’) which provides a
framework for evaluating national policies on corporate sustainability reporting and takes an in depth look
at five countries with advanced national policies on the subject.

www.carrotsandsticks.net
www.reportingexchange.com

UNEP ‘Evaluating National Policies on Corporate Sustainability Reporting’ (2015)
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1. REVIEW OF POLICIES TO ENHANCE CORPORATE
SUSTAINABILITY REPORTING

This first chapter reviews the key reports and information

platforms to provide the global context on how
policies are being used to encourage and improve

sustainability reporting. It also covers the tool outlined in

Evaluating National Polices for identifying the key policy
opportunities available to specific government actors.

1.1. OVERVIEW OF REPORTING INSTRUMENTS
INTERNATIONALLY

In 2016, Carrots and Sticks conducted a review of the
sustainability reporting environment in 71 countries and
territories including the top 60 economies by GDP and
11 countries which were included in previous reports

or were known to have a relevant reporting instrument.
The research identified all the key reporting instruments
that require or encourage organizations to report on

or disclose information relating to their sustainability

performance. A sample of countries is shown in table 11.

Country Number of reporting instruments
Argentina 10
Australia 14
Bangladesh 3
Bolivia 3
Brazil 17
(anada 9
Chile 4
China 15
Colombia 5
Ecuador 5
France 11
Germany 6
India 12
Japan 14
Kenya 1
Mexico 4
Nigeria 3
Pakistan 3
Peru 3
Russia 3
South Africa 11
United Kingdom 15
United States 17
Venezuela 4

Table 11. Sample of countries with reporting instruments and the number of other
existing reporting instruments'

The report classes any tool used to promote or enforce
sustainability reporting as an instrument, including the
following:'24

® Legislation, regulations and policy sustainability
reporting requirements or expectations issued by
governing bodies such as governments, financial
market regulators or stock exchanges. The
regulations can be mandatory or voluntary and, in
some cases, may be on a ‘comply or explain’ basis.

® Self-regulation reporting requirements or
expectations issued by organizations to apply
to their own communities or memberships,
for example, instruments issued by industry
organizations.

® Requirements, guidance or recommendations for
public reporting on a single topic (e.g. greenhouse
gas emissions) or by a specific sector (e.g. mining).

® Voluntary guidelines and standards for sustainability
reporting.

e Standards on sustainability assurance such as I1SO
14046 or AccountAbility’s 1000 Assurance Standard.

Altogether the research identified 383 sustainability
reporting instruments across the globe - though it is
important to note that this covers instruments and
disclosure in the broadest sense and not necessarily

the publication of a sustainability report. For example,
over 60 per cent of the identified instruments only cover
specific environmental or social topics and many of these
instruments have very restricted sustainability disclosure
requirements. Furthermore, many of the guidelines or
regulations relating to corporate or SME governance
simply require disclosure about board remuneration and
gender balance - while this is a disclosure, it is far from a
full sustainability or integrated report.

The key points from the Carrots and Sticks research are
as follows:

® There has been continued growth in the number of
countries with reporting instruments. Additionally,
where countries have a reporting instrument in
place the number of mechanisms is increasing from
about three in 2006 to nearly six in 2016.

® Government regulation is the most important

124 Information from the database of Carrots and Sticks, accessed
January 2019
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instrument accounting for nearly 60 per cent of the
reporting instruments and found in 80 per cent of
the countries studied.

® Stock exchanges and financial markets account for
one-third of instruments and have been particularly
active in recent years in developing this agenda.

® Two-thirds of the instruments are mandatory, the
remainder voluntary. About one in ten uses ‘comply
or explain’, which is most frequently used by stock
exchanges and financial markets.

® Reporting instruments are generally focused on
large companies:

O Almost one-third of instruments apply only to
large listed companies (three-quarters of these
are introduced by stock exchanges or financial
regulators).

O State-owned companies or specific sectors
are other target areas for these targeted
instruments.

O Finance and heavy industry are the most
targeted sectors by sector-specific instruments.

As indicated in Carrots and Sticks, governments account
for the largest proportion of sustainability reporting
instruments worldwide. Governments tend to have a
mandatory requirement and a broad scope - about three-
quarters of their instruments are mandatory and around
85 per cent cover all types of organizations (large, State-
owned, public sector, SMEs). These instruments derive
from a range of departments including the following:

® Environment - about 25 per cent of regulations

® Business, trade or industry - 12 per cent

® Finance or treasury - 10 per cent

® Others, including departments of energy, labour and
health, account for over half of the instruments.

While the three departments (environment, trade or
industry, and finance) account for nearly half of the
instruments, the remainder are spread throughout all
government departments, which highlights how diverse
the opportunities are for implementing a policy on
sustainability reporting.

In terms of what scale or type of business is targeted by
government instruments, there is a tendency to focus on
larger companies. Nevertheless, there are a number of
examples of instruments specifically aimed at SMEs, but
these tend to focus on corporate governance rather than
sustainability reporting. Further guidance on SMEs can
be found in section A — “1.4.3. Increasing reporting rates”,
on page 20, and Section B — “1.3. Overview of national

policies on requirements for corporate sustainability
reporting”, on page 59.

Governments and regulators increasingly require or
encourage sustainability disclosure in the organization’s
annual report - i.e. an integrated reporting approach,
with only about a third of the instruments that specify

a reporting format requiring a separate sustainability
report.

A common theme, as noted in Carrots and Sticks, is for
countries to test a policy with a voluntary measure or
targeting a specific group (such as large organizations)
and then expand or replace this with a mandatory
measure to cover all companies. For example, South
Africa’s King Code initially applied only to companies
listed on the stock exchange, but now applies to ‘all
entities’. In OECD countries, common new reporting
requirements include laws such as company acts or
accounting regulations, and instruments targeted

at specific themes such as corporate governance or
environmental pollutants.

1.2. POLICY EVALUATION PROCESS

Designing new regulation or improving existing policy will
depend on the specific national circumstances of each
country; in those countries where reporting mechanisms
already exists, a key first step will be to analyse the reach
and effectiveness of the policies already in place. As

an example, the policies of Chile and Russia are shown
in"Table 12. Reporting instruments in Chile and Russia125”,
on page 58. This high-level analysis shows that in

the case of Chile, outside of listed companies there is

no mandatory reporting requirement. In the case of
Russia, although there is mandatory legislation, it only
applies to financial institutions, and the largest State-
owned companies only require their Board to consider
publishing non-financial information.

UNEP's Evaluating National Policies outlines the policy
evaluation framework that was used to assess five case
studies offering good practice examples within different
national contexts in setting the right enabling regulatory
environment for sustainability reporting. This approach
that analyses reporting policies throughout their lifespan
(from conception to implementation and assessment)
can be used to assess main policies for promoting
sustainability reporting. “Table 13. Steps in analysing the
effectiveness of an existing instrument to drive sustainability
reporting”, on page 58 lists out the main steps and
questions in the framework to analyse each of the
policies and identify if there are any significant gaps.

A more comprehensive set of notes and questions is
provided in the Appendix of Evaluating National Policies.
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Scope of issues

Issuer category

Instrument Category

Mandatory/ Organization covered

voluntary by the instrument
CHILE
Norma de Cardcter General N° 386 Social Financial regulators ~ Regulation Mandatory Listed companies
, Environmental, social N ‘ 4 .
Norma de Cardcter General N° 385 Financial regulators ~ Regulation Mandatory Listed companies
and governance
Environmental - Ministry of Finance Sector specific - ener
CIRCULAR N° 52 declaration of taxeson ~/ Ministry of Regulation Mandatory ecior P &
pollutants Environment
, Environmental, sodial . . -
(SR Action Plan ! l Ministry of Economy  Strategy / guidance Voluntary All organizations
and governance
RUSSIA
Regulation No. 454-P “On the , . »
4 , Environmental, social o . Issuers of securities
Disclosure of Information Financial regulators ~ Regulation Mandatory e
- and governance (financial institutions)
by Issuers of Securities
Russian Government Directive Environmental, social . , Mandatoryto 22 largest State-owned
Government of Russia  Regulation 4 .
1710-13, 2013 and governance consider companies
Guidance 03-849/r, 2003 Governance Financial regulators ~ Code of Conduct or guideline  Mandatory Joint stock companies

Table 12. Reporting instruments in Chile and Russia'®

Existing policy environment, i.e. ather supporting CSR policy requirements

Context : : :
. National drivers and pressures for increased transparency
Evolution , : . .
s Main stakeholders involved in consultation
rocess
Negotiation of policy content (main points contested, how they are resolved)
Objectives (larity of need for policy and its goal
o Who does the policy apply to?
Applicability . : —
Link to other corporate reporting legislation (if any)
Design Scope of defined issues to be reported on
Scope and specification Level of prescriptiveness
Level of complexity
Reporting principles Rules-based or principles-based (e.g. is it ‘comply or explain?)
Rules and procedures Requirements for the compilation and publication of reporting
, Guidance material to accompany legislation
. Roll-out, guidance and support : — :
Implementation Ongoing support with interpretation
, Reporters’ interpretation(s) of the requirements
Interpretation and response : — : :
Reporters’ responses in annual reporting (minimum compliance vs comprehensive)
, , Compliance mechanisms
Incentives and penalties
Enforcement process
Enforcement P
- } Assurance and verification
Verification of compliance — — -
Supporting institutions (e.g. mediation, grievance)
Effect (impact) of policy on reporting Effect on policy of reporting
Monitoring

Effectiveness against objectives

How effective has the policy been?

Table 13. Steps in analysing the effectiveness of an existing instrument to drive sustainability reporting
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1.3. OVERVIEW OF NATIONAL POLICIES
ON REQUIREMENTS FOR CORPORATE
SUSTAINABILITY REPORTING

The Carrots and Sticks body of research looks at all
instruments that can promote sustainability and all
the potential mechanisms available to governments,
including guidelines, regulations and financial
instruments for reporting. The United Nations
Environment Programme’s research ‘Evaluating National
Policies on Corporate Sustainability Reporting’ focuses
much more narrowly on legal instruments to promote
and enforce sustainability reporting, though it does
outline the role the guidance and financial instruments
can play in supporting policy initiatives.

UNEP's report looks in detail at five case studies of
policymakers introducing requirements for corporate
sustainability reporting. These are as follows:

® Brazil: the mandatory reporting requirements
issued by the Brazilian Electricity Regulatory Agency
(ANEEL) for electric utility companies to disclose
their sustainability performance.

® Chile: the mandatory requirement underway
for State-owned enterprises to report on their
sustainability performance and the (currently)
voluntary ‘comply or explain’ approach.

® Denmark: the mandatory ‘comply or explain’
requirement contained in the Financial Statements
Act for listed and large companies in Denmark to
report on their sustainability performance.

® France: the mandatory ‘comply or explain’
requirement in French law for sustainability
reporting from listed and large companies.

® South Africa: the mandatory requirements for
sustainability (and integrated) reporting for
companies listed on the Johannesburg Stock
Exchange.

The case studies offer a diverse range of approaches,
with Chile and Brazil focused on State-controlled
enterprises. Denmark and South Africa both used existing
financial reporting requirements as the starting point for
driving further sustainability disclosure. The French policy
had the widest scope - applying to all large companies.
The report found that public policy can be instrumental

in increasing the number of companies reporting on
sustainability performance and the quality of these
reports.

Analysis of these five case studies has identified several
common threads in developing effective policy to drive
sustainability reporting:'®

® Multi-stakeholder consultation to discuss policy
design and promote engagement has been crucial to
the enabling of acceptance and adoption of policies.

® Most policies define an overarching goal of wanting
to encourage a more proactive engagement by
companies with corporate social responsibility and
sustainability. In this sense, mandatory reporting is
seen as a means to this end. This overarching goal
is generally explained in guidance notes rather than
the policy itself.

® The ‘comply or explain’ approach underpins the
policies in most cases. This requires companies
falling within the scope of the policy to either comply
with the regulation or state why they are unable to
do so. This was the case for all policies addressing
private companies (France, Denmark, South
Africa and listed companies in Chile), whereas for
State-controlled companies in Chile and Brazil the
reporting was mandatory.

® The policies generally require or encourage
companies to apply the principle of materiality.

® There is less agreement on how the scope of
reporting should be defined, with some policies
providing a comprehensive list of indicators and
others offering significant flexibility:

O Some case studies (France, Brazil and South
Africa) propose a comprehensive list of
indicators.

O Danish companies have some mandatory
reporting requirements (human rights, climate
change and gender), but flexibility around what
else to cover.

O Chilean State-owned companies must produce
a ‘GRI-based’ report covering the issues that
they view as material.

® The policies tend to be amended over time, often
leading to a broadening of scope.

® Frequently there is not a single policy, but reporting
requirements are integrated into a range of
voluntary and mandatory frameworks and policies
with different levels of detail and flexibility.

® Assurance ranges from external auditing (France
and South Africa) to internal verification of
compliance but not performance (Denmark) to no
assurance requirements (Brazil and Chile).

125 Ibid.
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® Thereis a trend of applying mandatory reporting to
specific financial institutions (such as institutional
investors, mutual funds and portfolio management
companies) as well as companies.

Increasing corporate sustainability reporting is not
necessarily about developing new regulation, but about
creating an enabling regulatory environment. Therefore,
a key first step is to undertake a policy review and assess
how well policies are aligned with the sustainability
reporting agenda and the national development strategy,
and how they contribute to the goals of the national
priorities and vision. A decision can then be made

over whether the best approach is amending existing
regulation or creating new regulation.

For countries aiming to develop a specific sustainability
reporting policy, Evaluating National Policies has the
following recommendations:

1. Understand the context

a. Whatis the historical and current regulatory
context for sustainability reporting?

b. Undertake stakeholder dialogue to understand
their needs.

2. Policy development
a. Seta clear objective.

b. Test through multi-stakeholder consultation.

a.

a.

a.

. Policy design

Consider a ‘principles-based’ approach (provide
key principles and guidance of good reporting)
as opposed to a prescriptive ‘rules-based’
approach (set of detailed rules that must be
followed).

Ensure a focus on materiality.

Provide minimum pre-defined indicators linked
to existing frameworks.

Ensure any specific national requirements are
met.

Link with other key influencers such as stock
exchanges.

. Policy implementation

Consider mandatory and voluntary approaches,
for example a two-tier approach, depending on
organization size.

Consider gradual application; start with larger
and public-sector companies first, with the latter
leading by example.

Use the ‘comply or explain” approach.

Consider enforcement and accountability from
the outset.

. Monitor and communicate

Set clear publication and accessibility
requirements for reports.

Highlight how reporting is improving
sustainability performance - if it is.

Celebrate success, for example through awards.
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2. CASE STUDIES OF POLICIES REQUIRING
CORPORATE SUSTAINABILITY REPORTING

2,

Case study — 2.1. United Kingdom (UK) -
Integrating policy through the Companies Act

Incorporating sustainability issues into the existing
Companies Act is a method of driving sustainability
disclosure. In 2013 the UK Government updated
the UK Companies Act of 2006 to include the needs
to produce a business review that included ‘where
appropriate, analysis using other key performance
indicators, including information relating to
environmental matters and employee matters’,
though SMEs are exempt from this requirement.

Additionally, listed companies are required to
provide information about:

® environmental matters (including the
impact of the company’s business on the
environment);

® the company's employees; and
® social, community and human rights issues.

This should include information on any relevant
policies and the success of them.

Specific additional requirements for listed
companies include:

® gender breakdown of the board, senior
managers and employees;

® political donations;
® disabled staff; and
® greenhouse gas emissions.

Subsequently, in 2016, the UK Government
produced the Companies, Partnerships and
Groups Regulations as a further amendment to the
Companies Act. This required companies to also
report on anti-corruption and bribery matters. The
outcomes should be reported in a strategic report
and can make use of a national or international
reporting framework.

This UK case study provides a further example of
how additions to existing law can be used to drive
sustainability reporting.

2,

Case study — 2.2. European Union (EU)
- Legislation: Non-Financial Disclosure
Directive

As part of the European Union CSR strategy, the
European Commission launched a proposal to
enhance the transparency of large companies on
social and environmental matters in 2013. The aim
of this was to improve the social and environmental
performance of EU companies.

In 2014, Directive 2014/95/EU was adopted by the
Council of the European Union which amends the
2013 Accounting Directive on the preparation of
annual and consolidated financial statements. The
Directive required large (more than 500 employees)
public interest entities (e.g. listed companies,

credit and insurance institutions) to provide a
management report on environmental and social
matters including: employee-related issues, respect
for human rights, anti-corruption and bribery. The
report must include the following:

® A description of the company's business
model.

® A description of the policies and their
outcomes related to the environmental and
social matters.

® The principle risks related to the
environmental and social matters that the
company's operations are exposed to.

® Non-financial key performance indicators.

Public interest entities must also provide a
diversity report (in their corporate governance
statement) on the age, gender and educational
background of administrative, management and
supervisory bodies. This should also describe
the diversity policy, its objective and results of its
implementation.

Where a company does not pursue policies, it will
have to explain why this is the case (‘report or
explain’).
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The Directive allows flexibility for the member
States in key areas, such as the following:

1. How they define an organization as a large
undertaking (500 employees and €40 million
turnover is frequently used).

2. What organizations are considered public
interest entities.

3. Whether or not reports must be verified by an
independent assurance service provider.

4. If any penalties will be imposed upon
organizations which fail to report adequately.

The Directive does not require a specific reporting
framework but recommends the use of an
internationally recognized instrument (GRI, United
Nations Global Compact, OECD guidelines, etc.).
The EU also provided guidance on non-financial
reporting'? in mid-2017.

126 https://ec.europa.eu/anti-trafficking/sites/antitrafficking/
files/guidelines_on_non-financial_reporting.pdf

@

Case study — 2.3. Denmark - Making use of
Financial Statements Act legislation

In Denmark, initiatives to drive sustainability
reporting have grown out of the two Action Plans
for Corporate Social Responsibility of 2008 and
2012. One of the four key objectives of the 2008
Action Plan was ‘Propagating Business-Driven Social
Responsibility’, which included the following key
activities relating to sustainability reporting:

® Encourage Danish companies and investors to
continue and develop their commitment and
CSR work.

® Make it mandatory for large businesses to
report on CSR in the management's review of
the annual report.

® Make it mandatory for institutional investors
and unit trusts to report on CSR in the
management's review of the annual report.

® |[ntensify counselling on innovation and social
responsibility for small and medium-sized
businesses in the regional growth houses.

The Action Plan laid out the objective to legislate

that major businesses (largest 1,000 businesses),
institutional investors (pension funds, life-
insurance, etc.) and unit trusts report on their
CSR work in the management's review of the
annual reports. A stakeholder engagement
process resulted in the “Act amending the Danish
Financial Statements Act (Accounting for CSR in
large businesses)”, where Section 99a sets out the
disclosure requirements which came into force in
January 2009.

The policy required companies to produce a report
on social responsibility, defined as considerations
for human rights, societal, environmental and
climate conditions as well as combating corruption
in their business strategy and corporate activities.
The report is required to include information on
relevant policies and how the policies are being
realized, including systems and procedures. An
assessment of achievements due to the companies'’
work on social responsibility should also be
included.

Businesses without policies on social responsibility
are required to disclose this information.

The notes of the policy provide definition to the
term ‘social responsibility’, specifically:

® Societal concerns may consist of:

O work on helping foreign suppliers
observe workers’ and human rights;

O health and safety at work, employee
satisfaction and development; and

O businesses making special efforts to
retain or integrate people who are
disabled, seniors, persons with reduced
capacity or persons with other ethnic
background in the labour market.

® Environmental and climate concerns may
include:

O preventing pollution;

O reducing consumption of energy and
other resources;

O developing or using environmentally
efficient technologies; and

O eco-labelling products.

The 2012-2015 version of the Action Plan again

62 United Nations Environment Programme


https://ec.europa.eu/anti-trafficking/sites/antitrafficking/files/guidelines_on_non-financial_reporting.pdf
https://ec.europa.eu/anti-trafficking/sites/antitrafficking/files/guidelines_on_non-financial_reporting.pdf

highlighted the need to promote corporate
transparency, particularly around human rights
and climate impact. To this end, in June 2012, the
Danish parliament adopted an amendment to
the Financial Statements Act requiring businesses
to expressly account for the topics of ‘human
rights’ and ‘climate impact reduction’ regardless
of whether or not these are included in the
businesses’' CSR policies. They also provided further
guidance through CSR Compass'” and Klima
Kompasset.'?

A further amendment - Section 99b - was also
implemented, effective from 1 April 2013, which
requires companies to report on the gender
balance at the highest governance level (typically
the Board) and on policies to improve gender
balance at lower levels of management. Then,

in May 2015, a final amendment was made to
the Financial Statements Act to ensure that the
requirements were fully aligned with the EU
Directive 2014/95/EU.

As the reporting requirements are part of the
Financial Statements Act, they need to be checked
by an auditor, but do not need to follow a
recognized assurance procedure. The Auditor’s
opinion should be included in the report. Penalties
can be imposed for non-compliance.

The Danish example highlights how amendments
to existing legislation can be used to increase
reporting rates.

127 www.CSRkompasset.dk

128 www.klimakompasset.dk

2

Case study — 2.4. France - Developing specific
reporting regulation

France has a long tradition of requiring corporate
sustainability reporting. In 1977 Parliament passed
a law requiring companies with more than 300
employees to publish social accounts based on
100 indicators. This was reinforced in 2002 by

the Law on New Economic Regulations (Loi sur

les Nouvelles régulations économiques - the
NRE). Article 116 required companies trading

on the Stock Exchange to disclose non-financial
information such as staff salaries and benefits
and how they were accounting for the social and
environmental impacts of their operations.

There were a number of shortcomings with the
legislation, notably that it only addressed listed
companies, its lack of clarity over subsidiaries and
the absence of any sanctions for non-compliance.
This was addressed during the public consultation
process known as the ‘Grenelle for the Environment
Forum'in 2007 and the NRE legislation was replaced
by Article 225 of Law no. 2010-788 on the National
Commitment for the Environment in July 2010.
Article 225 amends article L225-102-1 of the French
Commercial Code, together with implementation
decree no. 2012-557 for Article 225.

Article 225 of the Law makes corporate
sustainability reporting mandatory for companies
exceeding size thresholds. The legislation requires
companies to include information on their
environmental and social performance, including
all the company’s subsidiaries, in their annual
report—effectively turning it into the foundation
for a full integrated report. Key features of the
legislation include:

® |ncrease in scope of topics to cover, including
corruption and human rights.

® ‘Comply or explain’ approach.
® Lists of topics provided, but indicators can be
defined by the company. Topics are in three

categories (a full breakdown is provided on
page 53-54 of Evaluating National Policies):

O Social information
O Environmental information

O Local community impact (called
societal commitments to sustainable
development).

® Covers all companies with more than 500
employees, not just listed companies, with
a staged implementation starting with the
largest companies.
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® The legislation provides clear guidance on
reporting boundaries for holding companies
and subsidiaries.

® Anindependent external report is
required, but there are no sanctions for
non-compliance.

® The guidance cross-references requirements
to GRI'and ISO 26000.**

The legislation has proved successful in increasing
the number of companies reporting and the data
that they are covering, as well as driving up the
reporting on the performance of subsidiaries

with a review in 2013 finding that 80 per cent of
companies were covering their subsidiaries. On the
other hand, companies seem to be only reporting
on issues that are listed in the regulations and are
not undertaking a materiality process to identify
the issues that are of key importance to them. This
highlights the potential drawback of proscriptive
legislation.

Running parallel to this, France has developed
similar transparency regulation for investment
companies. Laws on socially responsible
investment were introduced in 2001 requiring
investment companies with assets of more than
€500 million to report on the integration of
environmental, social and governance (ESG) criteria
into their investment decisions. This was updated
through the ‘Grenelle for the Environment Forum’
process by Article 224 of Law no.2010-788 and
covers portfolio management and investment
companies but not pensions. This is a similar

law to Article 225, but with considerably more
flexibility. For example, companies can define
their own ESG criteria and indicators, and no
third-party assurance is required, with the aim
that companies will challenge their own business
model. Companies are required to disclose their
action plan and the first reports were published in
November 2017.

129 More information in English can be found at:
https://www.globalreporting.org/SiteCollectionDocuments/
Global-Conference-2013/slides/GRI-Regional-France-
24May2013.pdf

2

Case study — 2.5. Brazil - Sector-specific
regulation for the energy sector

The electricity sector has been pressurized by a
range of stakeholders to demonstrate social and
environmental responsibility, specifically around
minimizing the impact of the construction of
hydroelectric plants and the operation of power
plants. Specifically, Law No. 8987 (1995) gives
electricity users the right to receive the proper
information ‘in order to defend individual interests’.
The Brazilian Electricity Regulatory Agency (ANEEL)
decided that sustainability reporting could be an
effective method of responding to this pressure.

The energy sector had been used to reporting on
sustainability issues from the 1950s and in 2001
ANEEL passed resolution 444/2001 establishing
the ‘Public Service Electricity Accounting Manual’
(Manual de Contabilidade do Servigo Publico

de Energia Elétrica - MCSPEE) which outlines
requirements for disclosure of financial and social
responsibility data, amongst other information.

In 2006 ANEEL required companies to produce

an annual social-environmental report (order
3034/2006), and the Accounting Manual'*® was
amended and became the Electricity Sector
Accounting Manual (Manual de Contabilidade do
Setor Elétrico - MCSE). Finally, resolution No. 605,
which came into force in 2015, stipulates that
social-environmental reporting must take place
alongside other mandatory disclosure, such as the
financial statement, report of Fiscal Council, and
the report of the independent auditors.

The requirements initially applied to all concession
and license holders in the areas of distribution,
transmission and generation of electric energy;

63 distributors, 38 licensees (permit holders), 132
transmitters and 60 generating companies. As

of 2015, all companies granted authorization to
operate in the electric energy sector, except for
self-producers (companies that generate electricity
for their own consumption), are required to

130 http://www?2.aneel.gov.br/aplicacoes/leitura_arquivo/
arquivos/Manual-jan-2007.pdf
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comply.

The Electricity Sector Accounting Manual (MCSE)
provides a minimum standard for disclosure,
including a set of indicators specific to the Brazilian
electricity sector. The reporting requirements
are structured under five ‘dimensions’: overall
dimension; corporate governance; economic and
financial; social and sectoral; and environmental.
Performance indicators need to be presented
against each of these dimensions. The MCSE
contains both quantitative and qualitative
indicators and indicators to measure both
performance and process.

Early versions of the MCSE referenced international
reporting frameworks; GRI, AA1000 and relevant
national reporting requirements such as social
reporting requirements issued by the Brazilian
Institute of Social and Economic Analyses (IBASE).
Companies can then choose to produce a report
based on separate frameworks, such as the GRI,
although the indicators coincide with some of those
in the GRI's guidelines, it also goes beyond the GRI
guidance, in particular regarding quantitative data.
As of the 2015 version of the MCSE, companies are
encouraged to use GRI as a basis for reporting.

Reporting is mandatory, and a few companies
have been fined for non-compliance. There is no
requirement for third-party assurance.

To ensure the smooth implementation of the
policy, ANEEL has held public consultations and run
workshops. Furthermore, companies struggling to
meet the minimum reporting requirements can
direct questions to ANEEL, nonetheless there have
been challenges to achieving high-quality reporting,
as well as clear successes, for example:

® Successes

O The regulation has been found to
increase environmental disclosure by 20
per cent in participating organizations.
For example, there is a significantly
higher reporting rate of GRI indicators
that are mandatory under ANEEL
compared to those that are not.

O Some companies are embracing GRI and
moving beyond minimum compliance.

® Challenges

O Some companies are not reporting all
data, particularly against environmental
indicators.

O There is a lack of consistency in the
reports, making comparison difficult.

This case study provides a good example of how
local and industry-specific mandatory reporting
requirements can work with international
frameworks. The MCSE provides a set of minimum
requirements that encourages companies to
engage with GRI and to steadily increase their

@u re.

Case study — 2.6. South Africa - Building on
stock exchange requirements

In South Africa, the concept of disclosure has a
strong history.

The first step taken in creating a wider
sustainability reporting requirement was a range of
stakeholder consultation activities, and important
early actors were:

® the Johannesburg Stock Exchange, which has
been at the forefront of the sustainability
reporting agenda in South Africa, making the
production of an integrated report a listing
requirement in 2010 (using a ‘comply or
explain” approach); and

® the South African Public Investment
Corporation’s Corporate Governance Rating
Matrix for State-Owned Enterprises.

The State-Owned Enterprises Matrix consists of 92
indicators divided into the following categories:

® Board and Committee composition
® Accountability

® Remuneration

® Functioning of the Board

® Reporting
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® Stakeholders
® Social
® Environmental

The social and environmental requirements include
the following:

® Social

O Conformance to developmental
regulatory mandates

O Ability to respond to changing
developmental priorities

O Building and maintaining a culture of
honesty and integrity

O Codes of conduct and ethics

O Specify corporate responsibility policy
and spend as percentage of profit after
tax

O Detail direction and demographics of
spend

O Specify impact on communities (local,
national and international)

® Environmental

O Compliance with environmental
requirements (both national and industry
specific)

O Evidence of environmental policy,
strategy, monitoring and, where
appropriate, a rehabilitation plan

O Evidence of positive environmental
audits

Building on these foundations, the King Committee
released the third version of ‘King Code of
Governance for South Africa’ in 2009 - known as
King IlI"3" (the document is owned by the Institute
of Directors - Southern Africa). This contains 75
principles split across nine governance elements,
specifically:

1. Ethical leadership and corporate citizenship
2. Boards and directors

3. Audit committees

4. The governance of risk

131 Institute of Directors Southern Africa, King Ill Report on
Corporate Governance for South Africa 2009, 2012 update

5. The governance of information technology

6. Compliance with laws, rules, codes and
standards

7. Internal audit
8. Governing stakeholder relationships

9. Integrated reporting and disclosure

The King Code was updated in 2016 and King IV'3?
takes quite a different tack from King Ill, focusing
on principles and outcomes as opposed to giving
a comprehensive list of reporting requirements
(see one-page summary in“Figure 7. One-page
summary of South Africa’s King IV133”, on page 68)
and it provides additional guidance for key sectors
(including municipalities, investment funds and
SMEs). The Code includes 17 principles that should
be applied, with recommended practices provided
for each principle. The principles are broken into
the following categories:

Leadership, ethics and corporate citizenship
Strategy performance and reporting
Governing structures and delegation
Governance functional areas

oS W N =

Stakeholders and relationships

The outcomes that implementing the code is
aiming to achieve are:

Ethical culture
Good performance
Effective control

= WN =

Legitimacy

The King Code applies to ‘all entities regardless

of the manner and form of incorporation or
establishment and whether in the public, private or
non-profit sectors’. In King Il the requirement was
‘apply or explain’, and in King IV this has become
‘apply and explain’ as entities are required to ‘apply
the principles in the Code’ and provide a statement
about how the principles have been applied. The
Code is clear that sustainability reporting should be
integrated with the entity's financial report.

While the King Code is not enforced by legislation,
and is therefore voluntary, it coexists with
several laws that apply to companies and

132 Institute of Directors Southern Africa, King IV Report on
Corporate Governance for South Africa 2016, 2016
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directors, including the Companies Act, and further
enforcement takes place by regulations such as the
Johannesburg Stock Exchange Listings Requirements
where non-compliance can lead to a fine. The Code
recommends that the Board ‘engage an external
assurance provider on material sustainability issues’,
and this is normally one of the major auditing firms.

The King Code is an interesting case study as it
provides a clear example of how policies or initiatives
can evolve with time. There is a sharp change in
emphasis from King Ill to King IV from prescriptive
requirements to an outcome and principles approach

based on transparency. Looking further back, the
evolution from King | and King Il shows how the remit
of the Code has grown from only companies listed on
the stock exchange to ‘all entities’ and the scope has
grown to include sustainability issues.

Overall, the Code has been successful with the
number of listed and non-listed companies reporting
having increased and the quality of reports having also
improved.
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Figure 7. One-page summary of South Africa’s King V%
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3. APPROACHES TO ENGAGE WITH SMES OVER
SUSTAINABILITY REPORTING

As noted privately-owned SMEs play a critical role in the
global economy and yet in many countries, reporting
instruments focus initially on large companies and State-
owned enterprises. This is a logical approach as large
companies have the financial and human resources
required to manage reporting, while smaller companies
may lack the capacity to report, meaning that a large
part of the economy has no sustainability reporting
requirement. In this context policymakers face a real
challenge in how to engage with SMEs, as their limited
resources to report, and therefore voluntary instruments
may have limited impact.

When compiling this toolkit no examples of policies
aimed at SME sustainability reporting were found.
Nonetheless there are still many opportunities for
engaging with these types of companies. In this respect,
the GRI has published guidance™* on developing policies
to enable SMEs to disclose non-financial information.
The document provides ten opportunities available

to national governments to engage with SMEs and
reiterates the key points highlighted in section A —
“1.4.3. Increasing reporting rates”, on page 20, of supply
chain engagement and providing bespoke guidance

for SMEs. The document makes the following three key
recommendations for national governments:

1. Toinclude supply chain due diligence in any policies
aimed at large companies.

2. To lead by example by imposing sustainability
reporting requirements on public entities and
State-owned companies, as well as integrating into
public procurement and even national subsidy
programmes.

3. To empower business associations, trade unions
and chambers of commerce to support and build
the capacity of SMEs to undertake sustainability
reporting.

Points 1 and 2 are specifically discussed in section A
-"1.4.3. Increasing reporting rates”, on page 20. The third
point focuses on how wider stakeholders can support
SME reporting. In this sense, the report notes that there
are many actors involved in developing a conducive policy
environment for SMEs to report on their sustainability
impacts. This includes civil society, SME business network

133 Ibid. (https://cdn.ymaws.com/www.iodsa.co.za/resource/
collection/684B68A7-B768-465C-8214-E3A007F15A5A/IoDSA_King_
IV_Report_-_WebVersion.pdf on pages 40 and 41)

134 GRI, Empowering small businesses, 2018

organizations, industry organizations, business schools
and trade unions. An example of this is an initiative by
GRI and the Catalan Chamber of Commerce aimed at
providing training and capacity building for SMEs (see
Catalonia on “Box 2: Examples of initiatives and guidance to
engage with SMEs”, on page 69).

Furthermore, it is possible to adapt existing guidance to
the needs of SMEs. For example, Hong Kong and Dubai
provide corporate governance guidance for SMEs (see
box 2 b) and South Africa has adapted wider guidance to
the specific context of SMEs (see Hong Kong and Dubai
on “Box 2: Examples of initiatives and guidance to engage
with SMEs”, on page 69 70).

5

Box 2: Examples of initiatives and guidance to
engage with SMEs

a) Catalonia - training for SMEs

The Catalan Chamber of Commerce collaborated
with 11 major companies and GRI to provide
training to more than 60 SMEs that supplied the
larger companies.'® Through the programme,
GRI Certified SME training was provided as well as
intensive workshops and consultancy to SMEs to
start and continue sustainability reporting. SMEs
learnt how to leverage management systems

to measure and manage their sustainability
performance, and how to report that performance
to their stakeholders through GRI's reporting
framework. The 11 large companies agreed

to mentor their SME suppliers in this project.
Throughout the programme, over 60 participating
suppliers received support from sustainability
consultants to evaluate and diagnose their
practices, to establish improvement plans and
management systems, and report their progress.

135 GRI, Teaching transparency to small businesses and
suppliers, available at: https://www.globalreporting.org/
Documents/ARCHIVES/resource%Z20library/CoCBrochure-Final.
pdf
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b) Hong Kong and Dubai - governance guidance

Both Hong Kong'*¢ and Dubai'*” have developed
guidance for SMEs on governance. The Dubai
document is short and well-structured providing
guidance in six categories. One of these is
‘transparency and shareholder relations’. This
document only outlines the need to engage with
shareholders and hold an annual general meeting,
but it would be straightforward to provide further
guidance on wider transparency issues relating to
sustainability.

The Hong Kong document is significantly more

in depth and serves as a tool for SME directors
to set strategic directions, business development
and internal control. The guidance touches upon
the concept of corporate governance and its
importance and divides SMEs in Hong Kong into
five categories. It discusses the main issues faced
by these companies and provides a set of case
studies.

c) South Africa’s King Code - specific guidance

The King Code is South Africa’s main strategy for
increasing company reporting - and this is aimed
at ‘all entities'. The Code contains specific guidance
for a range of sectors including municipalities,
retirement funds, not-for-profit entities, State-
owned enterprises and SMEs. The King Code

is outcome-based and has 17 principles that
should be applied. See the case study “Case

study — 2.6. South Africa - Building on stock
exchange requirements”, on page 65, for further
information. In the case of the SME guidance, the
terminology of the principles is adapted, and some
clarification is provided on the aim of the principle.

136 Hong Kong Institute of Directors, Guidelines on
corporate governance for SMEs in Hong Kong, 2014

137 Department of Economic Development - Government
of Dubai, The Corporate Governance Code for Small and
Medium Enterprises - Building the foundations for growth
and sustainability, 2011
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Getting started...

First steps in developing sustainability reporting
policies

Government actors have a range of options to
encourage sustainable reporting through policies
and regulation. Identifying the most appropriate
option will require analysis of the particular country
context.

For most governments, the first step will be to
review the following:

® The existing regulation and to understand
the impact and effectiveness of this
regulation (the UNEP policy evaluation tool
found in Evaluating National Polices'® can
be used as a framework to guide this - see
section B.1 - “1.3.1 Evaluating public policy on
sustainability reporting”, on page 60, for a
summary of the tool).

e Other reporting policies (that do not relate to
sustainability reporting) that exist, to see if
requirements can be integrated.

® The key stakeholders in the field, such as
industry bodies or stock exchanges and
to understand if they are also developing
reporting guidance or requirements.

® Whether there are wider international policies
that can be leveraged.

This review should identify opportunities, for
example:

® can existing reporting policies be made more
effective or have an increased scope? See
case studies on how the scope of policies in
“Case study — 2.6. South Africa - Building on
stock exchange requirements”, on page 65,
“Case study — 2.4. France - Developing specific
reporting regulation”, on page 63, and “Case
study - 2.3. Denmark - Making use of Financial
Statements Act legislation”, on page 62, have
evolved over time;

138 UNEP ‘Evaluating National Policies on Corporate
Sustainability Reporting’ (2015)

® are there any existing policies and initiatives
that could be exploited? - see UK and Danish
case studies — “Case study - 2.1. United
Kingdom (UK) - Integrating policy through
the Companies Act”, on page 61 and “Case
study — 2.3. Denmark - Making use of Financial
Statements Act legislation”, on page 62;

® can industry bodies or stock exchanges
be used to drive corporate sustainability
reporting? - see Brazil and South Africa case
studies and information on Sustainable Stock
Exchange Initiative (section A — “1.6.6. Stock
exchanges”, on page 28).

If it is still decided that specific regulation is
required, then it will be important to understand
what is likely to be most effective in the country
context. For example, how mature is corporate
reporting in general in the country? If it is not well
evolved, regulation may need to be prescriptive,
but if there is already a culture of reporting an
‘outcomes and principles’ approach may be more
effective.
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SECTION B.2

Materiality and Sector Guidelines

This section provides guidance on how stakeholders can encourage and support
companies of all sizes to improve their sustainability reporting, specifically by ensuring
that the companies cover all material topics - the full scope of their impact. It builds
on the introduction to materiality in section A — “2.1. Materiality”, on page 31, which
defined the concept, outlined its importance and described a generic process for
undertaking a materiality assessment.

To enable government actors, policymakers and key stakeholders to understand the
importance of materiality this section includes the following:

1. An overview of the sustainability reporting process to put materiality in context.

2. Adetailed review of the two main approaches to addressing materiality;
undertaking a materiality assessment or following sector-specific guidelines.

At the end, summary guidance is provided for government actors and stakeholders on
how to ensure that materiality is effectively addressed by companies of all sizes.



1. BACKGROUND TO MATERIALITY ASSESSMENTS

Governments can encourage sustainability reporting

by developing policies that require reporting or by
providing guidance on how to report. In order to

ensure that the reporting process is likely to drive an
improvement in sustainability performance and provide
useful sustainability information to support decision-
making processes, companies need to be encouraged

to address their specific issues that have the greatest
impact. Identifying these issues is known as a ‘materiality
assessment’.

1.1. KEY CONTENT PRINCIPLES OF A
SUSTAINABILITY REPORT

Reviewing the major reporting frameworks (see

“Table 2. Comparison of the key principles of the GRI, IIRC,
and SASB frameworks”, on page 26, in section A —“1.5.7.
Commonalities of existing reporting frameworks”, on page
26), it is possible to identify a number of common
themes that define the content of a sustainability report,
namely:

1. Sustainability context

2. Completeness

3. Stakeholder engagement
4. Materiality

This section will focus on the principles of completeness,
stakeholder engagement and materiality, as all of

these are interrelated and hang on what is defined

by materiality. Sustainability context, although a very
important issue, will not be further discussed as it has
been broadly covered in section A — “2.2. Context”, on page

37.

The GRI, IIRC and SASB reporting frameworks identify
completeness as a key principle, though they vary in
how much specific guidance is used to define it (“Table
14. Definitions of completeness used by main reporting
frameworks”, on page 74). lIRC provides the most open
explanation, whereas SASB provides minimum reporting
requirement as part of the definition, though in all cases
they state that all material issues should be reported on.

An integrated report should include all material matters, both

IIRC positive and negative, in a balanced way and without material error.

Completeness primarily encompasses the following dimensions:
+ The list of material topics covered in the report
+ The boundaries™ of these topics
+ The time period covered

GRI

The report should discuss the following;

+ The company's strategic approach to managing performance
on material sustainability issues (materiality)

+ The company's relative performance with respect to its peers
(comparability)

5l + The degree of control the company has (related to the

material topic)

+ Any measures the company has undertaken or plans to
undertake to improve performance

+ Data for the company's last three completed fiscal years

Table 14. Definitions of completeness used by main reporting frameworks

Both IIRC and GRI identify engaging with stakeholders
as part of the process for defining the material impact
of an organization as a key principle (see “Table 15. GRI
and IIRC approach to stakeholders”, on page 75). Their
approaches are not identical; GRI considers stakeholder
engagement as a key step in identifying an organization's
material impacts. Organizations reporting in accordance
with the GRI Standards are required to report a list

of the stakeholder groups identified, the approach to
identifying and selecting stakeholders, and the approach
to stakeholder engagement. The IIRC takes a broader
approach and requires organizations to explain the
nature of the organization’s relationship with key
stakeholders.

139 GRI define “the topic boundary” as a description of where

the impacts occur for a material topic, and the organization’s
involvement with those impacts. Organizations might be involved
with impacts either through their own activities or as a result of their
business relationships with other entities. An organization preparing
a report in accordance with the GRI standards is expected to report
not only on impacts it causes, but also on impacts it contributes

to, and impacts that are directly linked to its activities, products or
services through a business relationship.

Source: GRI 101: Foundation 2016.
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An integrated report should provide insight into the nature and quality
of the organization’s relationships with its key stakeholders, including
how and to what extent the organization understands, takes into
account and responds to their legitimate needs and interests.

lIRC

Stakeholders are defined as entities or individuals that can reasonably
be expected to be significantly affected by the organization’s activities,
products, or services; or whose actions can reasonably be expected

GRI to affect the ability of the organization to implement its strategies or
achieve its objectives. When making decisions about the content of its
report, the organization is to consider the reasonable expectations and
interests of stakeholders.

Table 15. GRI and lIRC approach to stakeholders

This mapping of stakeholder relationships by companies
provides another point of engagement with SMEs. As
discussed in Section A - 1.4.3 SMEs are particularly
important globally and are also frequently difficult to
engage with.

Most reporting frameworks put identifying a company’s
material topics as the core of their reporting process -
but this is not necessarily being reflected in company
reports. While, as stated in Raising the Bar, it is desirable
that all companies conduct their own materiality
assessment, this can be challenging, especially for SMEs.
Nonetheless companies can take simple steps such as:

1. Holding informal discussions with key stakeholders,
employees and customers.

2. Using existing guidance, such as SASB Materiality
Map'™® or the Governance and Accountability
Institute’s ‘Sustainability - What Matters?' report'
which proposes the key reporting areas for different
sectors.

The goal of a materiality assessment is to identify where
the impacts of a company's operations lie, so that they
can effectively be mitigated. Ideally, all companies would
do a full life cycle assessment of the product or service,
but this is often impractical. Therefore, an assessment is
made to identify the most relevant impacts.

There are two key components to this: sustainability
topics or issues and the assessment boundary. The range
of sustainability topics or issues that should be covered
defines the scope of a company i.e. does it need to report
on impacts on biodiversity or hazardous waste generated
or not? Section A — “2.1.2. Materiality - scope of reporting”,
on page 33, describes this process in more detail.

140 https://www.sasb.org/materiality/sasb-materiality-map/

141 https://www.ga-institute.com/research-reports/sustainability-
what-matters-materiality-study-in-1246-gri-reports.html

Where impacts occur is defined as the boundary. When
considering the boundary of an organization it is simplest
to assume that impacts can occur in the preparation

of materials the company uses, the company’'s own
operations and the use of the company’s product or
service. This can be summarized as the supply chain,
operations, use and disposal of products or services.

For a manufacturer the largest impact may be due to

its supply chain - the extraction and processing of raw
materials. In this case, it would be important to report on
the environmental and social impact of the supply chain
and supplier engagement - this could include reporting
Scope 3 Greenhouse gas emissions (see section A — “3.5.17.
Greenhouse gas emissions”, on page 46). Alternatively,

in the case of electronic goods, the greatest impact may
be the energy consumed during the product’s lifetime

or health impacts during recycling or disposal of the
product. In this case, reporting on product labelling is
important.

This and further examples are shown graphically in “Table
16. lllustration of where impacts can arise in the life cycle

of a product or service”, on page 76, where a traffic light
system is used to indicate low (L), medium (M) or high

(H) impact. These examples are illustrative to explain the
concept and while they are broadly accurate, they are not
based on detailed research.

The issue of establishing the boundary is particularly
important for companies with subsidiaries and joint
ventures, as it helps identify if the impact of these
organizations should be included in the report.

Reporting frameworks have slightly different definitions
of materiality; these definitions, the challenge of
materiality and best practices are explored in more depth
in “Section B.2", on page 73.
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Supply chain Own operations

Product or service Impact Scale Impact Scale

Product service use and disposal
Impact Scale

Smelting and use

Iron ore extraction Excavation equipment L Excavation H
Coal extraction Excavation equipment L Excavation H

Burning of coal

Shoes Farmmg of cottoni H Energy use in L Disposal of
extraction of plastic factories non-hazardous waste
. Farming of cotton, Energy use in . .
Shirts | .g . gyu | L Ironing and washing
extraction of plastic factories
. . . Responsible disposal
Phones Extraction of materials Energy use in factory M ponsible asp
and energy use
Light bulbs Extraction of materials M Energy use in factory L
Financial services Office products L Operations of office L

L
L
M
Energy use in H
operation
Investmentin
o . H
damaging industries

Table 16. lllustration of where impacts can arise in the life cycle of a product or service
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2. IDENTIFYING WHAT IS MATERIALLY IMPORTANT

The main reporting frameworks offer the following two
separate approaches for a materiality assessment:

1. Providing a process for defining the material topics
of an organization.

2. Providing a predefined set of specific reporting
issues for a range of industry sectors.

The AccountAbility, GRI and IIRC frameworks propose
broadly the same approach for a materiality assessment
(approach 1), while SASB focuses on sector specific
guidelines (approach 2).

These approaches are outlined in the following sections.

2.1. MATERIALITY ASSESSMENT

AccountAbility, GRI and IIRC all suggest that companies
should undertake a materiality assessment to identify
the key issues that they should be reporting on. Detailed
information on their approaches can be found in the
following:

1. AccountAbility - The Materiality Report'?’ and
‘Redefining Materiality’. "4

2. lIRC - Paragraphs 3.17 to 3.29 of The International IR
Framework (IIRC)."#4

3. GRI - The latest GRI standards'* continue to identify
materiality as one of the four guiding principles
they do not provide step-by-step guidance, which is
available in the previous G-4 guidance - G4-18.1%

The key steps in a materiality assessment are
summarized in section A — “2.1.1. Materiality -
organizational boundary”, on page 32.

2.2. SECTOR-SPECIFIC GUIDELINES FOR
SUSTAINABILITY REPORTING

As opposed to asking organizations to identify their
material impact, sector guidelines review the potential

142 AccountAbility Institute, The Materiality Report: Aligning
Strategy, Performance and Reporting’ (2006)

143 AccountAbility Institute, Redefining Materiality Il: Why it
Matters, Who's Involved, and What It Means for Corporate Leaders
and Boards, 2013

144 1IRC, The international IR framework, 2013
145 https://www.globalreporting.org/standards
146 GRI, G4 Implementation Guidelines, 2013

impacts of industries in a specific sector, identify the most
likely social and environmental issues and outline what
organizations in the sector should report on. This can
help companies that are new to sustainability reporting
to quickly understand what they should consider covering
in their report. Additionally, if all organizations in the
same sector are reporting the same information then

this will allow for a more accurate comparison of inter-
organizational performance.

While SASB is the framework that has embraced in most
depth the approach of sector guidelines, the GRI does
also provide some sector guidance.

GRI has taken the approach of providing a
comprehensive list of topics to report on, applicable to
organizations of all types, sizes, sectors and locations. In
addition to this, GRI provides specific sector guidance for
a limited number of sectors.' This guidance includes
recommended sector-specific disclosures that are not
included in the generic list.

In addition to the GRI guidance, the Governance and
Accountability Institute’s publication ‘Sustainability -
what matters?'# analyses the most commonly reported
disclosures by different sectors in the economy. The
report breaks the economy into 35 sectors and analyses
what were the most frequently reported of 84 GRI
disclosures in each sector and which are the most
important to each sector. While the full analysis must be
purchased, the publicly available report covers the ten
most and ten least frequently reported GRI disclosures.

The SASB has published sector-specific guidance, which
has been developed through a stakeholder materiality
process to identify what they believe to be the material
issues for each sector. The ten sectors and 79 industries
within these sectors are listed in “Table 17. SASB’s
sustainable industry classification system149”, on page 78.

147 Airport operators, construction and real estate, electric
utilities, event organizers, financial services, food processing, media,
mining and metals, NGOs, oil and gas

148 Governance and Accountability Institute, ‘Sustainability
- what matters? (2014).
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Biotechnology Agricultural products
Pharmaceuticals Meat, poultry & dairy
Medical equipment & supplies Processed foods

Health Care - .
Health care delivery Nan-alcoholic beverages
Health care distributors Alcoholic beverages
Managed care Tobacco
Commercial banks Household & personal products
Investment banking & brokerage . Food retailers & distributors

Consumption
Asset management & custody activities Drug retailers & Canvenience stores
Finandials Consumer finance I\/‘Iultliline and specialty retailers &
distributors

Mortgage finance E-commerce
Security & commodity exchanges Apparel, accessories & footwear
Insurance Building products & furnishings
Electric utilities Appliance manufacturing
Gas utilities Toys & sporting goods
Water utilities Biofuels
Waste management Solar energy

Infrastructure Engineering & construction services Wind energy

: Renewable resources &
Home builders

Fuel cells & industrial batteries

alternative energy
Real estate owners, developers & .
. Forestry & logging
investment trusts
Real estate services Pulp & paper products
Qil & gas - exploration & production Chemicals
Qil & gas - midstream Aerospace & defence
0il & gas - refining & marketing Resource trans-formation Electrical & electronic equipment
Oil & gas - services Industrial machinery & goods
Non-renewable resources : : :
Coal operations Containers & packaging
Iron & steel producers Education
Metals & mining Professional services
Construction materials Hotels & lodging
Automobiles Casinos & gaming
Auto Parts ) Restaurants
. Services . i,
Car Rental & Leasing Leisure facilities
Airlines Cruise lines
Transportation Air Freight & Logistics Advertising & marketing
Marine Transportation Media production & distribution

Rail Transportation

Cable & satellite

Road Transportation

Technology & communications

Electronic manufacturing Services &
original design manufacturing

Software & IT services

Hardware

Semiconductors

Telecommunications

Internet media & services

Table 17. SASB's sustainable industry classification system'
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Additionally, SASB has identified 30 high-level social and
environmental issues that they have organized under
five broad sustainability dimensions (see “Table 18. SASB’s

universe of sustainability issues149”, on page 79).

Category Issue
GHG emissions
Air quality
Energy management
. Fuel management
Environment

Water and wastewater management

Waste and hazardous materials
management

Biodiversity impacts
Human rights and community relations

Access and affordability

Customer welfare

Sodial capital - :
Data security and customer privacy

Fair disclosure and labelling

Fair marketing and advertising

Labour relations

Fair labour practices

Employee health, safety and well-being
Human capital Diversity and inclusion
Compensation and benefits

Recruitment, development and
retention

Life cycle impacts of products and
services

, , , Environmental and social impacts on

Business model and innovation ,
assets and operations

Product packaging

Product quality and safety

Systemic risk management

Accident and safety management

Business ethics and payment

transparency
Leadership and governance Competitive behaviour

Regulatory capture and political
influence

Materials sourcing
Supply chain management

Table 18. SASB's universe of sustainability issues™

149 https://www.sasb.org/standards-overview/download-current-
standards/

150 Ibid.

The complete information is available in the following two
formats:

® The materiality map'™’ is a web portal that allows
users to quickly see which issues are deemed
material to which sectors, and to search some of the
suggested metrics.

® The individual standards for each sector, which
provide the complete list of suggested reporting
metrics and units for each sector'2,

Organizations use these resources to guide what topics
they should report on and which indicators they should
use.

An alternative approach to comprehensive sector
guidelines is to develop specific sector initiatives,
especially when a sector is of particular importance
nationally. The advantage of this approach is that the
reporting can be tailored to the specific needs of the
sector, which can ensure consistency and comparability
between participating organizations. On the other
hand, as the reporting does not link to other recognized
frameworks, it may not encourage companies to look
beyond these minimum requirements, and nor is the
information gathered relevant to other sectors.

Additional examples to those provided in the section
on Collaborative Reporting (section A —="1.4.3. Increasing
reporting rates”, on page 20) include the following:

The Clean Shipping Index': is an independent labelling
system of vessels' environmental performance. The
programme was initiated in Sweden with the goal

of improving the environmental performance of the
shipping industry by requiring shipping providers to
report on their performance in six areas: chemicals,
waste management, carbon dioxide (CO2), oxides of
nitrogen or sulphur (NOx, SOx) and particulate matter
(PM) emissions.

The SmartWay Programme,* run by the United
States Environmental Protection Agency, provides tools,
data and standards for measuring, benchmarking and
improving environmental performance. The programme
is open to any company or organization that ships,
manages or hauls freight. The SmartWay Programme:

151 https://www.sasb.org/materiality/sasb-materiality-map/

152 https://www.sasb.org/standards-overview/download-current-
standards/

153 https://cleanshippingindex.com/
154  http://www.epa.gov/smartwaylogistics/
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Encourages companies to generate emissions data
(CO2, NOx, and PM) with recognized methods and
data providing consistent and comparable metrics
for freight emissions across all industry sectors.

Encourages shippers to collaborate with their freight

carriers and establish shared efficiency goals.

Works with many of the recognized sustainability
reporting frameworks to integrate SmartWay
emissions data directly into their guidelines and
standards.

Getting started...

Guidance to maximize the impact and
usefulness of corporate sustainability reporting

As seen throughout “Section B.2", on page 73, the
general approach to materiality is straightforward;
to review all available information and use
stakeholder engagement to identify the most
important issues to the organization, and report on
these.

An alternative approach is to use predefined sector
guidance that has been developed by a third party.
Sector guidance is useful to both make it easy for
an organization to get started in reporting and to
help ensure consistent reporting within the sector.
As organizations become more comfortable with
sustainability reporting it is generally preferable
for them to undertake their own materiality
assessment for several reasons, such as the
following:

1. While companies in a sector will have similar
impacts, there will be significant variation
between them and so prescribing what should
be reported may miss key issues or over-
emphasize issues that are unimportant.

2. Ata macro-level, it is relatively easy to
breakdown the economy into a limited
number of sectors, but the number of
sub-sectors quickly becomes very high. This
is shown by SASB having 79 sub-sectors,
and the oil and gas industry itself is in four
(exploration and production, midstream,
refining and marketing, and services).

In a 2013 publication, GRI referred to the
industry classification benchmarks and
identified 95 sub-sectors.'>

3. As seen in the policy case studies (““Section B.1
Policy Review”, on page 61), when guidelines
are too prescriptive this can encourage
companies to take a cautious position and
only report what is required of them. The
materiality process invites a more open and
positive approach and allows companies
to identify where they can have the largest
positive impact.

When preparing any guidance or policies to
promote sustainability reporting the key issues of
sustainability context, completeness, stakeholder
engagement and materiality need to be included to
maximize the impact of the reporting process.

Given the importance of SMEs, stakeholder
mapping is a key opportunity to reach this group,
therefore companies should be encouraged to do
this and, when appropriate, be required to do the
following:

® Provide a comprehensive stakeholder map
and describe the relationship that companies
have with all their key stakeholders.

® Explain how they are encouraging these
stakeholders to adopt more sustainable
practices - for example through the use of
supplier sustainability standards.

Additionally, companies should be encouraged
to identify impacts that lie outside of their
organization and report on these if deemed to be
of importance.

Another approach could be providing minimum
requirements. For this purpose, indicators outlined
in section A - “Section B.1 Approaches to engage

with SMEs over sustainability reporting”, on page

69, could be a good start as minimum reporting
requirements, since a review of the literature

on reporting has identified them as widely used
indicators.

155 GRI, Map of Industry Classification Benchmark (ICB)
to proposed GRI Business Activity Groups, 2013. Available
at: https://www.globalreporting.org/Documents/ARCHIVES/
resource%20library/ICB-GRI.pdf
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SECTION B.3

Data

Accurate and meaningful sustainability reporting requires the use of
guantitative and qualitative data in many areas. The introduction (section A —
“3. Key topics and indicators in sustainability reporting”, on page 43) has outlined
the role of indicators in monitoring sustainability performance including the
following:

1. The key characteristics of effective key performance indicators.
2. The role of absolute and relative indicators.

3. Existing indicator frameworks.
4

. Core indicators for sustainability reporting.

This section provides a closer look at the role of data in sustainability reporting.
It includes the following:

1. An overview of data; what it is, its importance for governments and how it
can most effectively be utilized.

2. Examples of effective data management systems at different scales.

3. An overview of how government actors can support the effective use of
data in sustainability reporting.



1. WHAT IS DATA?

‘Data’ is defined as the facts, details and statistics
collected in raw form. It is produced in huge quantitates
from different sources and is increasingly being
measured in real time. This increasing collection of data
is not in itself useful unless it is collated and analysed so
that it can be put in context and used in a timely fashion -
data can quickly become out of date and loose its value.

Once data has been analysed it becomes ‘information’.
Information is in effect analysed data that has been put
into a meaningful context and can be used to:

® measure performance and change in performance
® settargets and commitments and measure progress
* verify the achievements of goals and objectives

® measure the impact of initiatives and disseminate
this information.

When focusing specifically on corporate sustainability
reporting the data is defined as the economic, social and
environmental data that organizations produce through
their everyday activities. Once analysed, data becomes a
key component in building knowledge and understanding
on a system that can enable organizations to understand
their social and environmental impacts and the risks to
which they are exposed.

Some of the key challenges in data management and
analyses include:

® data availability - gaps in data, or potentially
overwhelming quantities

® data accuracy - inaccurate data can render detailed
analysis useless

® comparability - putting the data in a form that
enables fair comparison to relevant comparable
standards.

Some of these challenges can be overcome by providing
a standardized set of indicators and providing local and
international context on data. Indicators are covered in
section A — “3. Key topics and indicators in sustainability
reporting”, on page 43, while the provision of context is
explained further in this section.

It is also important to note that not everything can be
measured, and that in some cases data and indicators
may not be the appropriate tool for monitoring and

this is especially the case for social issues. Taking the
example of human capital, there are many definitions

of this term, amongst which is ‘the stock of knowledge,
habits, social and personality attributes, including
creativity, embodied in the ability to perform labour so as
to produce economic value'.®® The indicators proposed
in “Table 9. Most frequently used environmental indicators
and guidance for key issues”, on page 49, are effective

at measuring efforts to increase certain components of
human capital, specifically knowledge, but are unable to
measure issues like creativity. Good health and well-being
(SDG 3) are other aspects where indicators are not able
to fully capture the issue. Common indicators, such as
health and safety performance, report on the absence of
a negative impact on well-being as opposed to an actual
increase in human well-being.

There is no doubt that data has a key role to play in
measuring and monitoring sustainability performance
but other sources, including photos and interviews, can
also have an important role to play.

156 Claudia Goldin (Department of Economics Harvard University
and National Bureau of Economic Research), Human Capital, 2014
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2. ROLE OF GOVERNMENTS IN RESPECT TO DATA

Accurate data is crucial to be able to understand

the sustainability performance of a company and
government actors are likely to have a key role to play in
ensuring that data is consistent, reliable and meaningful.
Key roles of government actors may include:

e utilizing the data reported by companies

® providing context - local benchmarks, baselines,
national and international goals

® establishing a centralized system of data
management - potentially through a national or
regional platform in order to enabling comparability,
linking to national performance and avoiding double
counting

® Jinking to SDG monitoring.

Potentially the most important way that government
actors can encourage companies to report is to make
use of the data published by companies by reading the
reports and clearly utilizing the data, this in itself will
drive improved data quality and increase the likelihood
of companies reporting. The Government of Colombia
and the GRI conducted a pilot project to assess the
contribution of national private companies to five SDGs.
Information was collected from 80 Colombian companies
and aggregated into a National Voluntary Report'” with
an English Summary's.

A further example of the potential role of government
actors is suggesting core indicators to ensure consistency
between company reporting and macro-level statistical
data; this approach could enhance national statistical
offices’ ability to measure the contribution of the

private sector to the attainment of the SDGs and other
frameworks, while also exploring synergies between the
accounting and statistics communities.

2.1. PROVIDING CONTEXT AND
COMPARABILITY

One of the key uses of data and indicators is to be able
to judge whether a performance is good or bad. This can
be done by comparing to goals or requirements or by

157 Government of Colombia, Reporte Nacional Voluntario
Colombia 2018

158 GRI and the Government of Colombia, The Private Sector and
its Contribution to the SDGs: A Journey to Data Gathering Through
Corporate Sustainability Reporting in Colombia, 2018

comparing to similar companies. In order to be able to
compare absolute requirements, the context needs to be
understood and to compare to relevant organizations,
consistent units and monitoring approaches need to

be used. Government actors can help in these areas by
providing national or regional context and providing
recommended sector-specific reporting metrics.

As noted in section A — “2.2. Context”, on page 37,

setting the context of sustainability performance is a key
challenge that needs to be addressed to ensure that the
information can be correctly acted upon. The table below
lists examples of key indicators that could benefit from
additional context.

Data and indicators can also be used to benchmark a
company against its peers - but only if they are using
consistent units. This is where relative indicators become
very important, as it is possible to make comparisons
between operations of different sizes or types. For

the key environmental issues that are relatively
straightforward to quantify (carbon emissions, energy,
water and waste) UNCTAD suggests a relative indicator
for all these issues, essentially ‘unit of resource used
(kWh, m3)/unit of economic activity'.” GRI also includes
disclosures for reporting on energy and greenhouse gas
intensity, though not water intensity. SASB focuses on
absolute indicators.

While this is a useful general description, providing more
specificity over the ‘unit of economic activity’ for key
industries is likely to be useful. The tourism industry is a
good example where the unit used is normally ‘guest bed
night'.

A summary of sector-specific units for energy (kWh),
water consumption (litres or m3) and carbon emissions
(kgCO2eq) can include:

* per m2 or employee for office buildings either by
day or year

® per m2 for retail

® per guest bed night for tourism

Benchmarks are generally harder to identify, and they
are often country specific. For example, in the United
Kingdom, the Chartered Institute of Building Service

159 UNCTAD, Core indicators for company reporting on
the contribution towards the attainment of the Sustainable
Development Goals (2017)
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Engineers (CIBSE) provides energy and carbon benchmarks for a range of building types and the Construction Industry
Research and Information Association (CIRIA) provides water benchmarks. Example tables of relevant buildings are

provided below:

Category

Indicator

Useful context

Sustainable water

Total water use and recycling

Total water extracted nationally or total embodied
water consumed

Water use efficiency

Industry benchmarks for key sectors

Water stress

Water stress map and companies publish water
consumption by location

Integrated water resource use management

Water quality map and companies publish water
discharge by location

Waste management Reduction of waste generation Industry benchmarks for key sectors
- National GHG reduction targets; breakdown of
GHG emissions GHG - scope 1 ) . 8
national emissions by sector
Energy consumption Energy efficiency National energy statistics
Renewable energy National renewable energy statistics
, . o National map of biodiversity hotspots, companies
o Operational sites in areas of high biodiversity . P . y 105 , P
Biodiversity required to report location of operations by area

IUCN Red List species

National map of IUCN red list species and companies
required to report location of operations by area

Gender equality

Proportion of women in managerial positions

N/Atarget is 50 per cent

Research and development

Expenditure on research and development

National benchmarks

Human capital

Employee training

National benchmarks

Employee wages and benefits

Good practice standards

Employee health and safety

Frequency rates/incident rates of occupational injuries

Industry benchmarks for key sectors

Collective agreements

Employees covered by collective agreements

National benchmarks

Corporate governance disclosures

Female board members

National benchmarks

Donations

Expenditures on charitable donations

National benchmarks

Anti-corruption practices

Value of fines paid or payable due to convictions

National benchmarks

Table 19. Context and consistency guidelines for social and environmental indicators.

kWh/m? (electricity m/employee/year litres/m?/day
kgC0O2/m? 4
and thermal) Typical 4 2.4
General Offce 215 75 ECT ’ 16
, Excessive use 7 3.2
General retail 165 90
i 161
Jarge nor-food siore 210 70 Table 21. Water use benchmarks for offices.
Large food store 500 240
m2/bed space/year
Restaurant 460 120 T . ' .
- Best practice Typical Excessive
Hotel 435 120 swimming pool
Table 20. Energy consumption and carbon emission benchmarks for UK buildings'® Istar ° 10 b
2-3star 10 20 50
4-5star 15 30 65

Table 22. Water use benchmarks for hotels without swimming pools™®
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2.2. ALIGNING CORPORATE SUSTAINABILITY
REPORTING DATA AND THE SDGS

Company sustainability reports will not be able to replace
country-level reports, but if well aligned, they will be

able to effectively augment and enrich the information,
particularly for the SDG indicators that align with the key
sustainability reporting indicators listed in section A — 3.7
of the introduction.

Therefore, if national governments can encourage and
enable a consistent reporting format they will be able to
use the data and information in national-level reports.
For example, they would be able to provide additional
information on the performance and contribution of
different sectors. Double counting can also be avoided
through providing a consistent process and approach
and gaps and omissions identified.

As introduced in section A — “1.4.2. The Sustainable
Development Goals (SDGs)”, on page 19, the GRI and
United Nations Global Compact have undertaken a
detailed analysis'® of all major disclosure and indicator
systems'®* to identify how they map to the SDG targets.
This can be used as a starting point for developing
recommended indicators for companies that can

160 CIBSE, Energy Benchmarks - TM46 (2008)

161 CIRIA, Water key performance indicators for offices and hotels
(2006)

162 Ibid.

163 GRI and the United Nations Global Compact, Business
Reporting of the SDGs - Analysis of the goals and targets, 2017

164 Ibid. - Appendix V

contribute to national-level SDG reporting. They have also
produced a Practical Guide'® that outlines three steps for
companies to embed the SDGs in existing business and
reporting processes in alignment with GRI standards and
recognized principles. The proposed steps are:

1. Define priority SDG targets, for example using a
materiality process to identify upon which SDG
targets the company’s operations may impact on.

2. Set business targets and measure and monitor
progress using the appropriate GRI disclosure.

3. Report and implement change.

There are further emerging initiatives such as the SDG
Compass’® and the World Benchmarking Alliance.’®” The
SDG Compass is a GRI, United Nations Global Compact
and World Business Council for Sustainable Development
(WBCSD) initiative that provides guidance on how
companies can align their strategies and reporting with
the SDGs can support companies in selecting SDG target
appropriate indicators. It contains a database of tools
and indicators cross-referenced against the SDG targets.
The World Benchmarking Alliance is an alliance of private
sector and not-for-profit organizations investigating
options to create a database of free, publicly available
corporate sustainability benchmarks aligned with the
SDGs to raise awareness and promote a race to the top.

165 GRI and the United Nations Global Compact, Integrating the
SDGs into Corporate Reporting: A Practical Guide , 2017

166 https://sdgcompass.org/

167 www.worldbenchmarkingalliance.org
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3. DATA MANAGEMENT SYSTEMS

In the context of sustainability reporting, a data
management system is a tool to organize relevant
sustainability data in order to transform it into
information that can be effectively acted upon. At a
company-level this is a system for collating data so that
it can be used to manage performance and report upon.
A national-level system would be more likely to collate
the data of different companies so that their relative
performances can be easily compared and an overall
sector, regional or national impact calculated.

There is a range of sustainability reporting databases or
platforms at different scales: regional, international or
city.

3.1. INTERNATIONAL SUSTAINABILITY
REPORTING DATABASES

Both the Global Reporting Initiative (GRI) and the Carbon
Disclosure Project (CDP) have searchable databases.
Additionally, the Corporate Register is a membership
organization that also provides a database of corporate
responsibility reports.

The GRI database’® is simply a database of all the
registered organizational sustainability reports, all of
which are publicly available. The main features of the GRI
database are:

® Search function enabling users to identify all
country- or region-specific reports

® ‘Live tracker' of SDG 12.6.1 by country listing,
indicating:

O Whether the country has a policy requiring
sustainability reporting

O Number of reports on the database and a
searchable database of registered reports
using the GRI Standards.™®®

The CDP database contains analysed data, such as
summaries of corporate water or energy targets or
performance but is not so easily available; as corporate
data must be purchased and many datasets cannot
simply be downloaded, it is required to contact the
dataset owner and request information.

168 GRI, http://database.globalreporting.org/search/, accessed
January 2019

169 https://www.globalreporting.org/reportregistration/verifiedreports

The CDP City level data is publicly available’® and
contains a global map'" of cities or regions that are
disclosing their carbon emissions where additional
information on each city can be accessed.

The Corporate Register database'? aims to include all
significant (defined as more than six pages) non-financial
reports that are publicly available and includes a search
function by company name. It also has a search function
and map for reports that use GRI or the IIRC.

3.2. REGIONAL-LEVEL PLATFORM - ARAB
SUSTAINABILITY

Arab Sustainability’”® is an open, online platform,
which contains a database of the ‘most up-to-date
organizational sustainability performance’ in the
Middle East and North Africa (MENA) region. The stated
objectives of the platform are:

® To challenge every organization in the region to
report and improve its sustainability performance.

® To provide organizations with related tools and
resources to improve performance.

® To be the best source of sustainability performance
data and insights in the region.

For companies, the platform proposes itself as a data
management and benchmarking tool, and the companies
can use the platform to store, manage and analyse their
data. The services offered are:

® Storage - applications that enable companies to
automatically input their data directly into the
platform.

* Management - companies can import and export
the data in various formats for presentations.

® Analysis - there are benchmarking and data
visualization functions. Companies are also able to
customize the indicators.

To a wider stakeholder group (media and the public), the
site offers the following:

170 CDP, https://data.cdp.net/Cities/2017-Cities-Emissions-
Reduction-Targets-Map/j5zb-bfpp, accessed January 2019

171 CDP, https://data.cdp.net/Cities/2016-Citywide-Emissions-Map/
iqbu-zjaj, accessed January 2019

172 Corporate Register, http://www.corporateregister.com/,
accessed January 2019

173 http://arabsustainability.com/
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e Sustainability data and insights: regional, sectoral,
and company-specific sustainability data and
insights from more than 400 MENA organizations
and spanning 120 ESG indicators.

® Case studies: sustainability best practices adopted
by MENA companies including how companies
tackle regional economic and social challenges.

® Annual rankings: annual sustainability performance
rankings of companies across the Arab region on
each of eight comprehensive sustainability themes.

The platform’s home page shows the top performers
under a range of indicators in the categories, and each
company has their own profile page on the platform with
an overview of the company, its performance and all
sustainability reports available to download. The platform
also allows direct comparison of the performance of
different companies to be made for specific indicators.

3.3.CITY PLATFORMS

As the concept of Smart Cities develops there are a range
of platforms and information aimed at utilising city data
and information. While this is not directly comparable

to a national database of company sustainability data it
serves as a useful indicator of where the fields of data
management and collaborative platforms are evolving to.

The World Council on City Data - data visualization

The World Council on City Data (WCCD)'”* provides a
consistent and comprehensive platform for standardized
urban metrics in 17 categories. By allowing the
comparison of standardized data the WCCD aims to be a
global hub for creative learning partnerships across cities,
private companies, and academia to further innovation
and build better and more liveable cities.

The carbonn Climate Registry

The carbonn Climate Registry'”® (sic) is a voluntary and
public reporting platform for local and other subnational
governments. These entities can report on their climate
and energy commitments, greenhouse gas (GHG)
emissions performance and climate change mitigation
and adaptation actions. Each participating city has a page
where they list their targets, actions and performance.

174 World Council on City Data, http://www.dataforcities.org/,
accessed January 2019

175 The carbonn Climate Registry, http://carbonn.org/

C40 - data management and visualization

C40 is a network of the world’'s megacities committed

to addressing climate change. C40 supports cities to
collaborate effectively, share knowledge and drive
meaningful, measurable and sustainable action on
climate change. It has a range of initiatives and platforms
to manage, organize and analyse sustainability data.

C40 has created a Global Protocol for Community-
scale GHG Emission Inventories (GPC) to provide a
methodology for measuring city- or community-scale
carbon footprints. They have developed a dashboard to
represent the data.’® This covers data in six categories:

1. World GPC map: GHG emissions for C40 cities by the
three key sectors: stationary energy, transportation
and waste.

2. City trends and targets: historical emissions for an
individual city.

3. City comparisons: GHG emissions profiles for C40
cities, enabling in-depth comparisons through
multiple views and filters (e.g. type of emissions,
inventory level, city characteristics).

4. City overview: detailed data table summarizing an
individual city's emissions profile in a specific year.

5. City emissions heatmap: uses the most recently
reported city GHG emissions to provide insight into
each sub-sector and scope for GPC activities.

6. Data quality heatmap: enables users to view
how city-reported data quality varies across GPC
sub-sector and scope. Users can explore data quality
for activity data, emission factors or an overall score.

The final two datasets are highly detailed spreadsheets
that could mainly be of interest to city specialists.

To support cities in calculating their GHG inventories,

C40 has produced the City Inventory Reporting and
Information System (CIRIS) which is a flexible Excel-based
tool for managing and reporting city greenhouse gas
inventory data. The tool aims to facilitate transparent and
consistent calculations and reporting of emissions for all
sectors.

176 http://www.c40.org/other/gpc-dashboard
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C40 City - collaboration platform

A separate initiative of C40 Cities is the City Solutions
Platform,"” which aims to support early engagement
between cities and the private sector to accelerate the
deployment of climate solutions. Amongst the main
objectives of the City Solutions Platform are:

® Build a platform for public and private entities
to work together to develop innovative and
implementable city solutions on the global stage.

* Create an inventory of appropriate engagement
models according to specific city contexts and
procurement rules and regulations.

® Act as a catalyst for deeper partnerships between
global cities and leading sustainable solutions
providers.

This provides an example of how an information platform
can be used to drive collaboration and cooperation
amongst public and private entities. It is possible that

a similar approach could be developed building on the
sustainability reporting data.

177 http://www.c40.org/programmes/city_solutions

Getting started...

Data management systems relevance to
country-level sustainability reporting

There are some important and useful elements
that can be taken from all these data management
and visualization platforms. Some key learnings
are:

1. There are many competing platforms and in
the case of cities, some are more adequately
populated than others. Therefore, there
needs to be a reason for an organization to
upload their information - Is it a regulatory
requirement? Will it help them gain new
insights into their data?

2. Excelis a simple and powerful tool. While
there is often a temptation to build a
software-based online solution, this may not
be the most adequate option.

3. To maximize participation, a variety of
strategies are required to ensure the platform
is comprehensively populated, this may
include:

a. Incentives to participate, for example
through free analysis tools.

b. Alegal requirement to participate.

¢. Manual searching and uploading
of information (especially historic
information) by the platform operators
to ensure that the platform is
comprehensively populated.

These examples, and in particular the C40 data

management and visualization platform, provide
a clear example of how a central authority can
provide a standard procedure to be able to collate
comparable data that can then be analysed and

visualized. An analogous approach for sustainability

reporting would be:
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1. Define what data should be gathered,
including:

minimum requirements
b. wider range of indicators

c. standard units and calculation
methodologies

2. Provide a standard data collection template
3. Develop a centralized database or platform to:

a. visualize the data to engage with wider
stakeholder groups

b. enable the data to be analysed in detail
so as to identify potential solutions and
initiatives

National actors’ role in data management

National actors can play a key role in maximizing
the impact of corporate sustainability reporting,
and align the reporting with the SDGs, by creating
a standard structure for data gathering and
management. This may involve:

1. Providing additional technical support to
companies, such as:

a. guidance on the requested information on
each of the indicators

b. an SDG expert team to improve data
interpretation and consolidation into a
central report; this team could follow up
with companies to ensure the veracity of
the information

c. directing companies to existing guidance -
such as that outlined in section B.3 — “2.2.
Aligning corporate sustainability reporting
data and the SDGs”, on page 87.

2. Establishing and promoting sector-specific
indicators to ensure consistent reporting.
The experience in Colombia'”® in reporting

178 GRI and the Government of Colombia, The Private
Sector and its Contribution to the SDGs: A Journey to Data
Gathering Through Corporate Sustainability Reporting in
Colombia, 2018

on business contributions to five of the SDGs
highlighted the importance of supporting

the companies in taking a more systemized
approach to reporting, specifically for
measuring energy and environmental impacts.

. Providing context by:

a. undertaking national benchmarking
studies of performance (for example of
energy, water and waste) by different
sectors

b. providing additional information,
including which may include water scarcity
hotspots, international carbon targets, etc.

. Creating a centralized platform or data-

registration mechanism for collating national-
level reports.
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SECTION B4

Dissemination and communication

The objective of corporate sustainability reporting policies or initiatives is to ultimately
improve the environmental and social performance of companies. Reporting will

only lead to improved performance where it is part of a comprehensive sustainability
strategy (see section A — “1.2.4. Business performance”, on page 15) and if the
sustainability performance report is both publicly available and actively assessed by
civil society and the general population. This section provides a detailed look at the role
that government actors and stakeholders can play in supporting the dissemination and
wider communication of sustainability reports and information. The section includes:

1. Anintroduction to the strategies for supporting the dissemination of sustainability
information.

2. Examples of strategies and initiatives used to disseminate sustainability
information.

3. An outline of the first steps government actors can take in supporting the
dissemination of sustainability information.

Where the sustainability reports contain information on the SDGs, these dissemination
strategies can also be used to disseminate this information. See section B.3 — “2. Role of
governments in respect to data”, on page 85 for further information on how company
sustainability reporting can contribute to national-level reporting on the SDGs.




1. COMMUNICATING AND DISSEMINATING
SUSTAINABILITY PERFORMANCE

Communication can be seen as happening at two levels
- firstly the companies themselves can report on their
performance, and secondly, independent organizations
and government actors can use this information to
communicate on the relative performance of companies.
This section focuses on the second issue.

Government actors therefore have an important role

to play, enabling public access to understandable and
consistent information and then making people aware of
the information and able to act upon it. This can be done
through a variety of initiatives including:

® Engaging with companies directly:

O Providing guidelines and examples of good
quality reporting and communication.

O Creating intra-sector competitiveness, e.g.
through awards or other initiatives.

® Supporting dissemination and communication
initiatives to enable civil society to make decisions
based on company disclosed data:

O Providing clear information - public awareness
and information campaigns.

O Creating or supporting initiatives that
companies want to be associated with, or to
avoid being associated with.

1.1. ENGAGING WITH COMPANIES TO
ENHANCE DISSEMINATION

Government actors can make it easy for companies to
produce understandable reports by providing reporting
guidelines, and encourage companies to produce report
through the use of awards. These two initiatives can

be combined through the use of awards specifically
aimed at the quality and understandability of company
sustainability reports.

As indicated in Raising the Bar, company reports usually
contain little information on to whom the information
would be of interest or relevant. This is an important
issue, as companies should have undertaken a materiality
process during which they would have identified their key
stakeholders and the stakeholders’ main concerns.

“Table 23. Key stakeholders and their specific interests180”,
on page 95, is a summary of the research in Raising

the Bar with some additions outlining to whom the
information could be of interest.

To maximize the use of a report, the companies should
be encouraged to:

® Provide a detailed description of their materiality
processes.

* Disclose the key drivers for their reporting.

® Provide a mapping of which stakeholder group
is interested in which reported area and how
the company has responded to their needs and
interests.

® Present an overview of key environmental
performance data against goals. The performance
goals should be SMART (specific, measurable,
achievable, relevant and time bound).

® Include trend data for five years where available
with clear information about baselines, targets and
timeframes.

® Provide the data in a variety of formats:

O Raw data in a downloadable format, e.g. to
enable investors to be able to analyse in detail.

O Visualization of data using easy to understand
language to enable consumer groups to
understand the information.

All stakeholders with significant influence, particularly
national governments, should actively engage with
reporting companies in order to increase the quality of
the disclosure. This will enable stakeholders to more
effectively use the information in their decision-making
processes.

A key component of this will be to make the information
accessible to a non-technical audience. The ‘Science
Based Targets' manual'” includes some suggestions

on this; in terms of reporting on carbon emissions they
provide some simple suggestions:

179 Science Based Targets initiative, Science Based Target Setting
Manual (2017)
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Stakeholder Potential influence

Key questions for the stakeholder

Long-term investors Use influence to directly impact on the company’s

environmental, social and governance performance.

* Is the company efficient? Has the company addressed its risks adequately?

Stock exchanges Sustainability-related conditions to the listing of

companies.

+ Whatis the relationship between sustainability and financial
performance?

+ Does the company merit listing on the exchange?

+ Is its sustainability performance in line with the stock exchange’s
expectations?

Governments Sustainability reporting regulation; pollution limits; tax

incentives; awards.

+ Is the company making efficient use of national natural resources?

* Is the company contributing to the change in natural capital in the
country?

* Is the company compliant with regulations and agreed limits for pollution,
particularly those linking to international agreements?

+ Is the company maximizing international competitiveness?

Companies

Business relationships, e.g. supply chain requirements.

+ How are the impacts of key suppliers affecting the company’s
sustainability (e.g. energy and water use) performance?

* How significant are the downstream impacts on the life cycle impacts of
the product or service?

Non-governmental
organizations

Negative publicity (blacklists); campaigns.

* Is the company transparent and open?
* How does the company compare to its peers?
« Are there any speific areas where it is under-performing?

General public Campaigns; boycotting.

+ Is the product safe for people and planet? '
+ Isthe company open and trustworthy?
+ Which is the best company to buy from?

Table 23. Key stakeholders and their specific interests'™

® Put carbon emissions in context, e.g. the equivalent
to taking 1,000 cars off the road.

® Provide lay terms for technical language:
O Scope 1 - direct emissions

O Scope 2 - emissions from purchased heat and
electricity

O Scope 3 - value or supply-chain emissions

® Avoid jargon.

These suggestions can easily be extended to other
reporting categories such as waste and water.

National governments therefore may wish to provide
guidelines on reporting which would cover what

should be included in a full report and how to present
the information to the general public in a summary
document. Alternatively, they can refer them to existing
publications such as ‘Model guidance on reporting ESG
information to investors’ from the Sustainable Stock
Exchanges (SSE) initiative. 182

180 While this may be the most important issue to the general
public, company sustainability reports may not distinguish between
company and product information - see section B.4 - 2.2 for further
information.

181 Adapted from: UNEP, Raising the Bar - Advancing
Environmental Disclosure in Sustainability Reporting, 2015

182 SSE, model guidance on reporting ESG information to
investors (2017)
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Awards are a simple way of encouraging companies to
improve their reporting quality and celebrating success.
This was a key strategy in the 2015 Danish Action for
Corporate Social Responsibility, and the Government
committed to support the CSR Awards organized by the
CSR Foundation. The awards were established to create
awareness and share knowledge about the efforts of
Danish companies and to learn from the most strategic
companies. Initially they were run by the CSR Foundation,
but now are run by the Danish Auditors association.®
In 2017, awards were presented by the Crown Princess
Mary, emphasizing the importance of the awards.

Examples of awards initiatives in other countries include:

1. UK Global Good Awards'®* (previously National CSR
awards).
2. The Gulf Sustainability and CSR Awards'®> has 24

categories divided into 13 sustainability categories
and 11 CSR categories.

3. Asia Sustainability Reporting Awards'® recognizes
and honours sustainability reporting best practice in
Asia.

4. The Corporate Register'® runs a global annual
award for corporate responsibility reporting.

183  http://www.fsr.dk/Om%200s/English
184 http://globalgoodawards.co.uk/

185 https://gulfsustainabilityawards.com/
186 https://csrmatters.com/

187 http://www.corporateregister.com/crra/

Of these examples, the latter two have a focus on the
quality of reporting as opposed to performance. To
encourage high-quality reporting, they include the
following categories:

® Asia Sustainability Reporting Awards:
O Most transparent report
O Best report design

O Best of categories including sustainability,
materiality, stakeholder, supply chain

® The Corporate Register:
O Creativity in communications
O Openness and honesty

O Best of categories including carbon disclosure
and integrated report

This approach of focusing on reporting can be taken to
encourage high-quality and understandable reports.

Another example of awards is the newly established
‘ISAR Honours' of the Intergovernmental Working Group
of Experts on International Standards of Accounting
and Reporting (ISAR), serviced by UNCTAD.'® This will
be awarded to initiatives that facilitate improvements in
companies’ reporting on sustainability issues.

A complete list of CSR awards is available from the
Awards List."®

188 http://isar.unctad.org/isar-honours-2018/

189 https://awards-list.com/international-business-awards/corporate-
social-responsibility-csr-awards/
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2. STRATEGIES TO ENCOURAGE COMPANIES TO
DISSEMINATE INFORMATION

Once companies are producing good quality
sustainability reports it is necessary to ensure that this
information is disseminated to key stakeholders in a
fashion that can influence decision making. This is likely
to be most effective when the information from the
company reports is analysed and compared and the
relative performance, and even a ranking, of companies
is made available. Government actors can do thisin a
variety of ways including:

1. Supporting or initiating information campaigns or
platforms.

2. Supporting or referencing initiatives to identify ‘best-
in-class’ companies and products.

3. Establishing a ‘blacklist’ of organizations that are
failing to meet minimum requirements.

4. Linking to relevant issue-specific initiatives.

Examples of these opportunities are outlined in the
remainder of this section.

2.1. INFORMATION CAMPAIGNS AND
PLATFORMS

Section B.3 - “3. Data management systems”, on page

88, covered data management platforms from the

angle of managing data and driving collaboration -

but they also can play a key communication role. The
Arab Sustainability Platform™® was discussed in detail

in section B.3 — “3.2. Regional-level platform - Arab
Sustainability”, on page 88, and this is a good example of
how a central platform can be used to compare company
performance and help generate positive interest in the
sustainability performance of companies.

Another relevant example is the Corporate Human Rights
Benchmark (CHRB).™" This disclosure platform takes
publicly available information of a limited number of
large companies to rank their performance against six
themes relating to human rights. In the first assessment,
98 publicly traded companies were chosen on the basis
of their size (market capitalization) and revenues, as well
as geographic and industry balance.

190 www.arabsustainability.com

191 https://www.corporatebenchmark.org

The following six themes are addressed:

N

Governance and policy commitments

Embedding respect and human rights due diligence
Remedies and grievance mechanisms
Performance: company human rights practices

Serious allegations

o U > W N

Transparency

The information is taken from company websites,
documents and additional company input to the CHRB
Disclosure Platform. The information found is then used
to score the different companies against each of these
themes, and tables of performance of the industries
and companies are produced (“Figure 8. Example of
output from the Corporate Human Rights Benchmark for
agricultural products192”, on page 98).

Government actors can help to publicize this information
for end users and consumers.
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Figure 8. Example of output from the Corporate Human Rights Benchmark for agricultural products™

2.2. BEST-IN-CLASS LISTS

Company sustainability reports are not aimed at
consumers, and with the advent of integrated reports

it is very difficult for consumers to be able to draw out
pertinent information from them. In addition, consumers
are often interested in the performance or safety of a
specific product, and organization-level sustainability
reporting might not be suited to providing that
information. Consumers have been supported in this by
a range of non-governmental organizations that review
companies and provide guidance on which companies
are the best in class for particular products.’?

The Ethical Company Organization™? publishes The
Good Shopping Guide™* which provides information on

192 lbid. (https://www.corporatebenchmark.org/sites/default/
files/styles/thumbnail/public/2017-03/Key%20Findings%20Report/
CHRB%20Key%20Findings%20report%20-%20May%202017.pdf on
page 17)

193 http://ethical-company-organisation.org/

194  http://www.thegoodshoppingguide.com/

a huge number of products and services in the following
categories:

® Home, including paints and appliances
®* Money, mortgages, banks and credit cards
® Food and drink

® Health and beauty

It recommends the best companies and products

in each category and more detailed information is
available listing the performance of the company under
ten categories covering environment, animal welfare,
people and extra. Environmental reporting is one of the
categories (“Figure 9. Example of information provided by
the Good Shopping Guide. Information has evolved and
there is no longer a list which matches what is reflected in
the report195”, on page 99).

98 United Nations Environment Programme
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Figure 9. Example of information provided by the Good Shopping Guide. Information has evolved and there is no longer a list which matches what is reflected in the

report’™

The Ethical Consumer'®is a more campaign-orientated
organization, although the site also includes the
following:

® Product guides - these are similar to those on the
good shopping guide, a summary of the rating of
the main service providers, with more information
available behind a paywall. An interesting feature
is a slider that allows the user to change the
importance of environmental issues that concern
them, including animals, people, politics and positive
environmental impact.

® Company profiles - a summary of the ratings of a
few companies is available and more information is
available behind a paywall.

® Guides on ethical shopping.

195 Ibid. (The current update of the list can be found at this link
https://thegoodshoppingguide.com/ethical-skincare)

196 http://www.ethicalconsumer.org/

The Environmental Working Group'” is a United States
not-for-profit entity aiming to enable people to live
healthy lifestyles. It contains a range of information
including:

® Healthy-living guides covering topics such as
avoiding pesticides or parabens.

® Specific topic issues such as tap water pollution
databases.

¢ Detailed cosmetic product guide covering over
70,000 products and rating them from one to ten
based on the chemicals they contain (“Figure10.

Example of information provided by the Environmental

Working Group198”, on page 100).

197 https://www.ewg.org/
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Figure10. Example of information provided by the Environmental Working Group™®®

The Good Guide'™® is another initiative aimed at
providing information to inspire healthy choices. The site
uses product ingredient information to rate products
based on chemical hazards.

All these organizations have a different focus, from
corporate misdemeanours and tax evasion (Ethical
Consumer) to environmental performance (Good
Shopping) to health (Environmental Working Group and
the Good Guide), yet the approach is similar. In each case,
they aim to condense the information that is available
into a single score or visual table to make decision
making simple for consumers.

While it is probably impractical for national governments
to develop such an approach, they may be able to
support NGOs or other organizations to make use of the
information, as has been done by the Chilean Ministry
of Environment, which has supported a partnership of
academic institutions to create the methodology and list
called Mi Codigo Verde.?® The methodology is based on
life cycle assessment and uses eight categories to assess

198 Ibid. (https://www.ewg.org/sunscreen/about-the-
sunscreens/836405/All_Terrain_KidSport_Sunscreen_Lotion%2C _
SPF_30_/). The website does no longer feature the spray, but only the
lotion.

199 https://www.goodguide.com/

200 https://micodigoverde.cl/

the performance of products, with a summary of the
analysed products published on the website. Unlike the
other initiatives in this section, no ranking or scoring is
provided, just a description of the performance of each
product analysed.

When developing or supporting the development of
product-level assessment, a useful starting point is
the Guidelines for Providing Product Sustainability
Information.?®' The guidelines provide valuable
information on how to make effective, trustworthy
claims to consumers on product-related sustainability
information.

2.3. WORST-IN-CLASS LISTS

In 2004, in order to tackle a reported problem with
bonded labour, the Brazilian Ministry of Labour and
Employment enacted Decree No. 540/2004. This created
a register of employers (both people and legal entities)
caught exploiting workers under abusive and coercive
conditions, the so-called ‘lista suja’ or ‘dirty list'. Between
2004 and 2014, 300 companies were included in the

list. The process for inclusion on the list included the
following:

201 UNEP, Guidelines for Providing Product Sustainability
Information, 2017 available at: http://www.oneplanetnetwork.org/
sites/default/files/quidelines_for_providing_product_sustainability _
information_10yfp_ci-scp_2017.pdf
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—_

Lodging of a complaint.
Visit by the ministry.
Prosecution and fine.

Inclusion on the dirty list.

ok W

Monitoring for two years before being removed
from the list.

In addition, financial bodies were encouraged to withhold
financial assistance to these companies, and many banks
and private businesses resolved not to do business with
the companies on the list, and consumers also boycotted
the companies.

This is an extreme example to address a highly sensitive
issue; the controversial law was challenged by employers
and was updated, and the government ceased to

publish the list in 2014. Nonetheless, it was successful

in bringing the issue of modern slavery to the attention
of consumers and is credited with contributing to the
release of 50,000 people from modern slavery.2%?

This is far from the only initiative aimed at tackling
modern slavery. For example, both the Modern
Slavery Act in the United Kingdom and the California
Transparency in Supply Chains Act in the United States
require companies to disclose the efforts that they are
taking to tackle slavery in their supply chains.

There are further examples of governments creating
‘blacklists’ for companies not meeting the required
standard. A Chinese NGO, the Institute of Public and
Environmental Affairs (IPE), developed a pollution
blacklist, but this was simply to raise awareness and there
were no sanctions on the companies on the blacklist. 293

Since then, it seems that the Ministry for Environmental
Protection has developed its own blacklist, a public

list recording all incidents of violation. Unfortunately,
there is little information available about their criteria

or the penalties the companies experience, but in one
example the China National Petroleum Corporation
(CNPC) was fined 500,000 yuan (US$ 80,000) as untreated
wastewater was found to have contaminated local land
and underground water tables.?%4

Where government actors want to draw attention to

202 For more information see: http://humantraffickingsearch.org/
blacklisted-an-overview-of-brazils-dirty-list/

203 For more information see: http://www.chinadaily.com.cn/
china/2007-12/14/content_6320388.htm and http://en.people.
cn/200611/01/eng20061101_317249.htm!

204 For more information see: http://www.greenpeace.org/
international/en/news/features/china-blacklists-factories-120210/ and
https://uk.reuters.com/article/china-environment-cnpc/chinas-top-oil-
firm-blacklisted-for-environmental-breaches-idUKL3NOLI30020140213

specific bad-practices, a blacklist approach can be
pursued.

2.4.LINKTO ISSUE SPECIFIC INITIATIVES

There are already a range of existing issue-specific
initiatives aimed at protecting people or the environment.
These include:

® The Better Cotton Initiative?®> aims to promote
better standards in cotton farming.

® The Forestry Stewardship Council?®® promotes
sustainable forestry practices.

® Fair Trade is a generic term for products that aim to
guarantee a fair price for producers.

® The Marine Stewardship Council?®’ promotes
sustainable forestry practices.

® The Roundtable on Sustainable Palm Oil>® aims to
promote sustainable palm oil production.

While these organizations all run voluntary sustainability
standards, they also run campaigns and so there is

the potential to benefit from any marketing that they
undertake or learn from their campaign approaches.

205
206
207
208

https://bettercotton.org/
http://www.fsc.org/
https://www.msc.org/

https://www.rspo.org/certification
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Getting started...
Government role in communicating sustainability performance

Sustainability reporting will only be effective if the content is publicly available and actively assessed by civil

cnriatv Natinnal onvvarnmantc ran mnct affartivalv ciinnart thic hae

® encouraging and pressuring companies into publicising their reports;

® supporting initiatives to use the publicly available data to assess and rank company performance to enable
easy decision making for those wishing to use this information to influence their purchasing habits.

National governments and stakeholders can encourage companies to report by providing clear and simple
guidance on what to cover in a report. There is already a wealth of information available, but it may be useful
to tailor it to the specific national or sector audience. Once companies are reporting, they can be encouraged to
promote their report by being directed to existing dissemination platforms such as the GRI or IIRC databases.
Companies can be further encouraged to promote their reports and successes by establishing a national
awards scheme or encouraging national companies to participate in international awards.

While guidelines and awards schemes will help disseminate reports to a wider audience they do not encourage
any detailed comparison of company performance to allow the reports to easily be used in decision making.
National governments can:

e Direct civil society to existing comparison platforms if they exist, these could be either:

O Company performance focused, such as the Arab Sustainability website?”® or the Corporate
Benchmark?'°

O Consumer facing, such as The Good Shopping Guide,?"" the Environmental Working Group (EWG)?'? or
Mi Codigo Verde.?"3

® (Create warning mechanisms, including companies that are not meeting basic standards in key areas.

These civil-society facing initiatives are more likely to enable people to act on the information contained in the
reports and therefore provide an incentive for companies to improve their performance.

209 www.arabsustainability.com

210 https://www.corporatebenchmark.org
211  http://www.thegoodshoppingguide.com/
212 https://www.ewg.org/

213 https://micodigoverde.cl/
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List of Acronyms and Abbreviations

AA1000APS  AccountAbility 1000 Principles Standard

AA1000AS  AccountAbility 1000 Assurance Standard

ANEEL Brazilian Electricity Regulatory Agency

BRR Business Responsibility Reporting (Bombay Stock
Exchange)

CDP Carbon Disclosure Project

CDSB Climate Disclosure Standards Board

CHRB Corporate Human Rights Benchmark

CIBSE Chartered Institution of Building Services Engineers

CIRIA Construction Industry Research and Information
Association

CIRIS City Inventory Reporting and Information System

Cc0O2 Carbon dioxide

Csl Cement Sustainability Initiative

CSO Centre for Sustainable Organizations

CSR Corporate social responsibility

ESG Environmental, social and governance

EU European Union

FFBB Future-Fit Business Benchmark

GEMI Global Environmental Management Initiative

GEO5 The fifth Global Environmental Outlook report (UNEP)

GHG Greenhouse gas

GLA Greater London Authority

GNR Getting the Numbers Right

GPC Global Protocol for Community-scale Greenhouse
Gas Emission Inventories

GRI Global Reporting Initiative

GWT Global Water Tool

IAS International Accounting Standards

ICO2 Carbon Efficient Index

IFRS International Financial Reporting Standards

IIRC International Integrated Reporting Council

IPIECA Internation.al Petrolegn? Industry Environmental
Conservation Association

ISAE International Standard on Assurance Engagements

ISAR International Standards of Accounting and Reporting

ISE Corporate Sustainability Index

ISO International Organization for Standardization

IUCN International Union for Conservation of Nature

KPI Key performance indicator

LWT Local Water Tool

MCSE Brazilian Electricity Sector Accounting Manual

MENA
NGOs
NRE

OECD

PRI
SASB
SBTi
SDA

SEC

Sedex
SMEs
SSE

SDGs

TCFD
TEEB

UNCTAD

UNEP FI

WBCSD

WCCD
WFE
WRI
WWEF

Middle East and North Africa
Non-governmental organisations

New Economic Regulations (French Law)
Organisation for Economic Co-operation and
Development

Principles for Responsible Investment
Sustainability Accounting Standards Board
Science Based Targets initiative

Sectoral Decarbonization Approach

Securities and Exchange Commission (United
States)

Supplier Ethical Data Exchange

Small and medium-sized enterprises
Sustainable Stock Exchanges

Sustainable Development Goals

Task Force on Climate Related Financial
Disclosures

The Economics of Ecosystems and Biodiversity
United Nations Conference on Trade and
Development

United Nations Environment Programme Finance
Initiative

World Business Council for Sustainable
Development

The World Council on City Data

World Federation of Exchanges

World Resources Institute

World Wide Fund for Nature/World Wildlife Fund
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Definition of key terms

Assurance: Review procedure for a report that provides
conclusions on the quality and reliability of the reported
information.

Absolute indicator: An indicator that measures a firm’s
impact related to its activities, products and services in total
measured quantities, e.g. total greenhouse gas emissions,
total amount of water consumed, total training hours or
health and safety incidents, etc.

Boundary: The boundary defines which topics or impacts
are considered relevant for inclusion in an organization’s
report. It refers to the description of where impacts

occur for each topic and the organization’s involvement
with the impact, that is to say whether they are involved
with the impact through their own operations or through
relationships with other companies. In setting the boundary
for each topic, the organization should consider impacts
within and outside of the organization.

Cradle-to-cradle: An approach to the design of products
and systems that uses nature’s processes as a template
for human industry. Materials are viewed as nutrients
that circulate and are constantly recycled in healthy, safe
systems.

Circular economy: This describes a regenerative system

in which resource input and waste, emission and energy
leakage are minimized by closing energy and material
loops. This can be achieved through durable design, repair
and reuse as well as recycling waste back into products.
This contrasts with a ‘linear economy’ where resources
are extracted and products are manufactured and then
disposed of at the end of their life.

Disclosures: In the GRI Standards, a disclosure outlines the
specific information to be reported by an organization. It
refers to the ‘topic to report on’.

Integrated report: A concise communication about how
an organization’s strategy, governance, performance and
prospects lead to the creation of value over the short,
medium and long term. It is the integrated representation
of a company’s performance in terms of both financial and
other relevant information (as defined by the IIRC).

Lifecycle assessment: A technique to assess environmental
impacts associated with all the stages of a product’s life
from raw material extraction through material processing,
manufacture, distribution, use, repair and maintenance,
and disposal or recycling.

Materiality or material topics are broadly defined as ‘the
issues that are of significance to an organization and
its stakeholders’. Specific definitions given by other
organizations are provided in Section B.2 - 1.1.3.

Natural capital: The world’s stock of natural resources
including geology, soil, air, water and all living organisms.

Relative indicator: An indicator that measures performance
per unit of production (as defined by the organization).

For instance, this can be training hours per employee,
water consumption per bed night, greenhouse gas (GHG)
emissions per unit of production or area of a building.

Reporting instruments: Any tool, mandatory or voluntary,
used to promote or enforce sustainability reporting as a
measuring performance instrument.

Scope: The range of topics or impacts covered in a report.

Scope 1: Direct GHG emissions occur from sources that
are owned or controlled by the company, for example,
emissions from combustion in owned or controlled
vehicles, emissions from chemical production and
emissions from other GHGs — such as those used in
cooling systems.

Scope 2: GHG emissions from the generation of purchased
electricity consumed by a company.

Scope 3: This category includes all other indirect GHG
emissions. These emissions are a consequence of the
activities of the company, but occur from sources not
owned or controlled by the company. Examples of scope
3 activities are extraction and production of purchased
materials, disposal of waste and use of products and
services.

Sector guidelines: Reporting and indicator guidance that is
specific to an industrial sector.

Sustainability context: This broad term requires that
sustainability information reported by an organization
should be put in the context of the limits and demands
placed on environmental or social resources at the sector,
local, regional or global level.
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For more information, contact:

United Nations Environment Programme

Economy Division - Sustainable Consumption and Production Unit
Batiment VII

1 rue Miollis, 75015 Paris

Tel: +33 1 44 37 14 50

Fax: +33 144 37 1474

Email: economydivision@un.org

Website: www.unenvironment.org
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Environment Programme

For more information, contact:
United Nations Environment Programme

Economy Division - Sustainable Consumption and Production Unit
Batiment VI

1 rue Miollis, 75015 Paris

Tel: +33 144 37 14 50 - Fax: +33 144 37 1474
Email: economydivision@un.org

Website: www.unenvironment.org
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